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Message  to  Members 

Lee  Kjelleren,  President/CEO 


We  plan  with  great  anticipation  to 
celebrate  the  Museum’s  grand  opening 
on  January  n,  2008.  Some  three  years 
in  the  making,  from  negotiating  a lease 
to  construction  and  restoration  at  48 
Wall  to  designing  and  fabricating 
exhibits,  we  are  looking  forward  to 
taking  our  place  among  the  major  des- 
tinations on  Wall  Street. 

On  January  7 we  will  honor  John 
C.  Whitehead  at  a Gala  Dinner  at  our 
new  48  Wall  Street  home.  Renowned 
for  his  financial  leadership  and  public 
service,  and  a great  friend  of  the 
Museum,  he  was  co-Chairman  of 
Goldman  Sachs,  Deputy  Secretary  of 
State,  Chairman  of  the  Board  at  both 
Harvard  and  Haverford,  and  as  a 
naval  officer  participated  in  the 
WWII  invasions  of  Normandy,  Iwo 
Jima  and  Okinawa. 

1 am  frequently  asked  about  the 
Museum’s  mission  as  the  only  public 


We  seek  to 
empower  people  to 
better  understand 
risk  and  reward 
and  thereby 
make  more 
effective  financial 
decisions. 


and  independent  museum  of  finance. 
Our  aim  is  to  promote  financial 
awareness  in  an  age  of  increased  per- 
sonal responsibility  for  one’s  own 
financial  future.  We  seek  to  empower 
people  to  better  understand  risk  and 
reward  and  thereby  make  more 
effective  financial  decisions.  Our 


mission  also  involves  celebrating  the 
American  entrepreneurial  spirit  and 
the  dynamic  world  of  democratic 
open  market  capitalism,  engines  of 
growth  and  opportunity. 

America’s  economic  history  is  also 
critical  for  visitors  to  understand. 
Without  the  history  it  would  be  like 
trying  to  understand  the  play  Hamlet 
without  Hamlet  himself  in  the  play.  To 
say  America  was  conceived  in  liberty 
and  religious  freedom  is  actually  the 
lesser  motivation  than  people  searching 
for  better  jobs,  for  better  economic 
prospects.  The  Museum,  therefore, 
chronicles  American  financial  develop- 
ment and  achievement  and  is  proud  of 
playing  a role  as  a guardian  of  Amer- 
ica's collective  financial  memory.  In 
addition,  we  of  course  interpret  current 
financial  issues,  thereby  connecting  the 
past  with  the  present  while  serving  as  a 
guide  for  the  future.  Ha 


THE  MUSEUM  IS  GRATEFUL  FOR  THE  SUPPORT  OF  THE 
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NY  District  Economic 
Education  Foundation 
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Society  of  Investment 
Professionals,  NY 

Standard  &:  Poor’s  Corp. 

Time  Warner 

Foundation  Support 
FJC 

Michael  Lynch  tk.  Susan  Baker 
Foundation 
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Founder’s  Letter 

By  John  E.  Herzog,  Founder  and  Chair 


At  long  last,  exciting  days  seem 
close  at  hand,  with  the  staff  getting 
ready  to  move  into  the  new  space  at 
48  Wall  Street  by  the  end  of  the  year 
and  the  grand  opening  ceremonies 
planned  for  January. 

The  Museum’s  new  permanent 
exhibits  are  being  designed  by  the 
renowned  firm  C&G  Partners.  The 
Museum’s  staff  and  advisors  have 
been  working  with  C&G  for  many 
months  to  develop  engaging,  infor- 
mative and  interactive  exhibits  on 
the  financial  markets,  money,  bank- 
ing and  entrepreneurship.  These 
exhibits  will,  of  course,  include  hun- 
dreds of  artifacts  from  the  Museum’s 
permanent  collection,  but  they  will 
also  feature  treasures  from  some  of 
the  country’s  most  notable  public 
and  private  collections. 

The  marquis  exhibit  on  the  financial 
markets  will  include  sections  on  com- 
modities, bonds  and  stocks,  and  you 
can  imagine  the  challenges  in  selecting 
just  the  right  objects  to  illustrate  the 
important  elements  of  each  of  these. 
There  will  be  a model  of  the  first  ship 
built  in  Manhattan  on  which  Adriaen 
Block  sailed  out  of  New  York  in  1614 
up  the  East  River  and  into  Long  Island 
Sound,  re-discovering  and  naming 
Block  Island.  Block  came  here  to  look 
for  the  commodities  needed  by  Europe, 
namely  timber,  furs  and  grain,  to  name 
a few.  The  exhibit  will  also  include  a 
piece  of  the  original  transatlantic  cable, 


from  the  collection  of  Peter  Bloom, 
which  shortened  the  news  gap  by  many 
weeks  and  was  a spectacular  develop- 
ment for  the  markets. 

Although  the  Museum’s  collection 
of  stock  and  bond  certificates  is  second 
to  none,  some  particularly  exciting 
pieces  belonging  to  private  collectors, 
including  Ken  Winans  and  Larry 
Schuffman,  will  be  displayed,  as  will 
selections  from  my  own  collection. 
Highlights  include  a share  in  the 
South  Sea  Company  dated  1720  and 
signed  by  Isaac  Newton,  and  objects 
describing  the  Louisiana  Purchase, 
which  doubled  the  size  of  the  country 
in  a stroke,  at  about  three  cents  per 
acre.  Walt  Disney  will  be  with  us,  on 
both  a signed  Disney  stock  certificate 
and  his  famous  cartoon  War  Bond 
given  to  subscribers  for  Liberty 
Bonds  during  World  War  II.  Other 
famous  names  include  Wells  Largo, 
the  Hudson  River  Steam  Boat  Co. 
signed  by  Robert  Pulton,  the  Houdini 
Picture  Company  (not  signed  with 
disappearing  ink!),  the  Black  Star 
Line  signed  by  Marcus  Garvey,  and 
John  D.  Rockefeller  on  an  original 
Standard  Oil  certificate. 

The  money  exhibit  will  trace  the 
evolution  of  U.S.  currency  from  the 
country’s  nascent  years  to  the  present 
and  will  feature  currency,  artwork,  and 
printing  and  engraving  tools  from  the 
collection  of  Mark  D.  Tomasko.  This 
exhibit  will  also  include  gold  bars  and 
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nuggets,  as  well  as  coins  from  the  El 
Cazador,  a recently  recovered  Spanish 
treasure  ship  that  sank  on  its  way  to 
New  Orleans  in  1789. 

The  Museum  is  deeply  grateful  to 
all  of  the  collectors  I have  mentioned, 
and  to  many  others  as  well,  who  have 
contributed  to  these  exhibits  in  such  a 
meaningful  way.  These  objects  will 
give  our  visitors  the  opportunity  to 
participate,  to  enjoy,  and  to  learn 
about  the  markets  that  have  been  so 
important  to  the  development  of  the 
nation,  and  continue  to  affect  us  all  in 
a constantly  changing  global  business 
environment.  GED 


The  Museum  would  like  to  thank  these  members  for  their  generous  recent  gifts : 

Sponsor  - $5,000+ 

Mr.  Timothy  R.  Schantz 

Donors  - $1,000+ 

Anonymous 

Anonymous 

Mr.  Ben  Koenig 

Mr.  Sid  Lapidus 

Ms.  Meredith  McRoberts 

Mr.  Robert  Schatzman 

Mr.  Ken  Winans 

Alexander  Hamilton  Society  - $500+ 

Mr.  Jason  Zweig 

The  Museum  thanks  all  contributors  for 
their  continued  support.  To  learn  how  you 
or  your  organization  can  participate  in  the 
Museum’s  program,  educational,  and  service 
mission,  please  call  2x2-908-4694. 
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Collection  of  John  E.  Herzog 


Panic  of  1907  Centennial  Event  to  Feature 
Prominent  Authors  and  Fed  Speaker 


Ml'SEUM 

of 


AMERICAN 


FINANCE 


David  Cannadine  speaks  on  Mellon:  An  American  Life  at  the  first  event  in  the 
Museum's  fall  author  lecture  series  with  the  NYU  Stern  School  of  Business. 


The  Museum  will  commemorate 
the  centennial  anniversary  of  the  Panic 
of  1907  on  Friday,  October  26,  at 
3:00  pm  with  a panel  discussion  on 
the  panic  followed  by  a keynote 
address  by  Federal  Reserve  Governor 
Frederic  Mishkin.  The  panel  will  fea- 
ture Robert  Bruner,  co-author  of  The 
Panic  of  1907:  Lessons  Learned  From 
the  Market's  Perfect  Storm  [see  article, 
page  io|;  Jean  Strouse,  author  of  Mor- 
gan: American  Financier , and  William 
Silber,  author  of  When  Washington 
Shut  Down  Wall  Street.  Dr.  Richard 
Sylla,  Museum  Trustee  and  Henry 
Kaufman  Professor  of  the  History  of 
Financial  Institutions  and  Markets  at 
the  NYU  Stern  School  of  Business, 
will  moderate  the  discussion. 

Other  Museum  events  this  fall 
include  the  annual  Great  Crash  Walk- 
ing Tour,  which  will  meet  at  Bowling 
Green  Park  on  Saturday,  October  27 
at  i:oo  pm  (Si  5 per  person;  S10  stu- 
dents/seniors)  and  the  continuation  of 
the  Finance  Museum/NYU  Stern’s 
annual  author  lecture  series  featuring 
Robert  Hormats,  author  of  The  Price 


of  l iberty:  Paying  for  America's  Wars , 
on  November  15  at  6:30  pm.  The 
sixth  annual  series  commenced  on 
September  1-  with  a talk  and  book 
signing  with  David  Cannadine,  author 


of  Mellon:  An  American  Life. 

For  additional  information  on  any 
of  these  events,  please  contact  Kristin 
Aguilera  at  kaguilera@financialhis- 
tory.org  or  212-908-4695.  Ha 


SEC  Names  First  Archivist 


By  Lindsay  Seeger 

On  June  i 5,  the  Securities  and  Exchange 
Commission  (SEC)  announced  the 
appointment  of  David  Brown  as  its  first 
archivist.  As  head  archivist,  his  respon- 
sibilities include  the  maintenance  of  all 
paper,  microform,  electronic,  audio 
and  video  materials  in  addition  to 
establishing  the  policies  that  will  gov- 


ern the  organization  and  preservation 
of  such  records  under  the  Office  of  the 
Secretary’s  Reference  and  Information 
Services  Group. 

SEC  Chairman  Christopher  Cox 
stated,  “The  new  archivist  will  ensure 
that  commission  staff,  practitioners, 
scholars,  journalists  and  indeed  every 


citizen  will  have  access  to  the  thinking 
and  analysis  of  the  many  outstanding 
people  who  have  worked  here.” 

Brown  was  previously  employed 
by  the  National  Archives  and  Records 
Administration  where  he  served  as 
Special  Assistant  to  the  Archivist  of 
the  Untied  States.  Ha 
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The  Financial  Legacy  of  Aaron  Burr 


Aaron  Burr,  founder  of  the  Manhattan  Company. 


By  Brian  Grinder  and  Dan  Cooper 

There  are  two  incidents  I remem- 
ber from  childhood  that  severely 
lowered  my  opinion  of  Aaron  Burr, 
the  man  best  known  for  killing 
Alexander  Hamilton  in  a duel.  1 he 
first  was  an  episode  of  the  1960s  tele- 
vision show  Daniel  Boone  where 
Daniel  rescues  a young  Boonesbor- 
ough  resident  from  the  evil  clutches  of 
the  villainous  Burr,  who  is  in  the  midst 
of  carrying  out  his  treasonous  acts 
against  the  United  States.  The  second 
was  the  horrified  look  of  an  elemen- 
tary school  teacher  as  she  pondered 
out  loud  what  the  fate  of  the  country 
would  have  been  had  Aaron  Burr  won 
the  election  of  1 800. 

Those  of  us  in  the  field  of  finance 
have  a tendency  to  look  kindly  on  the 
life  and  legacy  of  Alexander  Hamilton 
and  rightly  so.  His  actions  as  the  first 
U.S.  Secretary  of  the  Treasury  laid  a 
solid  foundation  for  the  nation’s 
financial  system,  but  his  death  at  the 
hands  of  Aaron  Burr  might  tempt  us 
to  despise  Burr  and  dismiss  him  as 
nothing  but  an  evil  demon  without 
morals  or  scruples  who  acted  only  out 
of  vain  self  interest.  Nothing  could  be 
further  from  the  truth. 

Though  Burr  was  the  grandson  of 
the  great  theologian  Jonathan  Edwards 
and  the  son  of  a prominent  Presbyter- 
ian minister  who  was  president  of  the 
College  of  New  Jersey  (now  Princeton 
University),  his  life  took  a different 
path.  Orphaned  at  the  age  of  two.  Burr 
was  raised  by  his  uncle  Timothy 
Edwards.  Elis  decision  to  become  a 
lawyer  rather  than  a minister,  his 
embracing  of  enlightenment  principles, 
and  his  involvement  in  politics  set  Burr 
on  a course  that  his  forbearers  could 
nor  have  imagined.  Although  Burr’s 
family  connections  were  probably  help- 


ful politically1,  his  decision  to  affiliate 
with  the  Democratic-Republicans  (D-R 
hereafter)  rather  than  the  Eederalist 
Part)  led  to  moments  of  great  triumph 
but  also  to  his  ultimate  downfall. 

It  might  come  as  a surprise  to  many 
to  read  the  following  information 
from  the  JPMorgan  Chase  website: 
"JPMorgan  Chase  traces  its  begin- 
nings to  the  Bank  of  The  Manhattan 
Company,  which  was  founded  by 
Aaron  Burr  in  1799  and  became  one 
of  the  leading  banking  institutions  in 
the  nation.”  One  of  Burr’s  most 
important  and  lasting  achievements 
was  his  role  in  the  creation  of  the 
Manhattan  Company.  It  took  all  of  his 
considerable  political  skills  to  pull  off 
this  improbable  feat,  and  his  success 


in  this  endeavor  nearly  made  him 
President  of  the  United  States. 

Prior  to  1799,  Federalists  con- 
trolled the  banks  in  New  York  State. 
Burr  clearly  saw  the  need  for  a D-R 
controlled  bank  that  could  serve  the 
needs  of  artisans",  who  had  the  right 
to  vote,  as  well  as  other  wealthier  cus- 
tomers who  were  not  Federalists.  The 
Eederalist  banks  had  been  able  to  ade- 
quately serve  the  financial  needs  of 
artisans  until  a credit  crunch  in  the 
late  1 790s  forced  them  to  concentrate 
on  their  wealthy  Federalist  customers 
to  the  exclusion  of  the  artisans.  Having 
recently  finished  a term  in  the  U.S. 
Senate,  Burr  was  serving  as  an  assem- 
blyman in  the  New  York  State  Legis- 
lature when  he  engineered  “one  of  the 
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most  favorable  charters  ever  granted 
by  the  state  legislature.”  (Isenberg,  p. 
180)  New  York,  at  that  time,  was  a 
Federalist  stronghold.  When  Burr  was 
first  elected  to  the  assembly  in  1797,  the 
only  arm  of  the  state  government  con- 
trolled by  the  fractured  D-R  party  was 
the  governor’s  office.  The  Federalists 
controlled  everything  else  at  the  state 
level  and  dominated  the  municipal  gov- 
ernment of  New  York  City.  A charter 
for  a bank,  let  alone  a D-R  controlled 
bank,  seemed  out  of  the  question. 

Yet  Burr  found  a way.  Instead  of  a 
bank,  he  began  to  garner  support  for 
a state  chartered  private  water  utility 
company  that  would  provide  fresh 
water  to  the  City  of  New  York.  What 
politician,  regardless  of  party  affilia- 
tion, would  oppose  such  a plan?  In 
1798,  Burr’s  brother-in-law,  Dr.  Joseph 
Browne,  argued  before  the  city’s 
Common  Council  that  a fresh  water 
system  would  rid  the  city  of  yellow 


fever.  Although  the  Council  supported 
Browne’s  proposal  for  a fresh  water 
system,  it  did  not  support  the  develop- 
ment of  a private  company,  and  a pro- 
posal to  develop  a “city-owned  water 
works”  was  sent  to  the  state  legisla- 
ture. (Ruebens  1957,  p.  584) 

At  this  point,  Burr  took  control.  By 
working  together  with  both  Federalists 
(Hamilton  included)  and  D-Rs,  he  was 
able  to  win  the  day  for  a private  water 
company.  He  also  made  sure  that  Fed- 
eralists were  represented  on  the  board 
of  the  new  company.  One  of  the  three 
Federalists  on  the  iz-member  board 
was  Hamilton’s  brother-in-law.  But 
most  important  of  all  was  a clause  at 
the  end  of  the  charter  that  allowed  the 
company  to  use  its  “surplus  capital  in 
the  purchase  of  public  or  other  stock,  or 
in  any  other  monied  transactions... for 
the  sole  benefit  of  the  company.”  In 
short,  this  clause  allowed  the  water 
company  to  start  a bank. 


In  spite  of  some  last  minute  opposi- 
tion, the  charter  was  granted  in  April  of 
1799  at  the  end  of  the  legislative  session. 
^ Historian  Beatrice  G.  Ruebens  writes: 
g “So  well  was  the  company  camouflaged 
^ behind  its  noble  purpose  and  its  Feder- 
| alist  directors  and  supporters  that  the 
Federalist  legislators  may  well  have 
believed  they  were  sponsoring  a charter 
for  a nonpartisan  group...  Knowing 
Republican  [D-R]  animosity  towards 
banks,  Federalists  could  not  imagine 
one  to  be  their  object.”  But  it  was,  and 
the  bank  was  open  for  business  on 
September  24,  1799. 

The  Manhattan  Company  stock 
offering  sent  a clear  message  to  the 
artisan  class  that  their  banking  busi- 
ness would  be  welcomed.  The  stock 
_ was  offered  at  a reasonable  price  of 
ju  $50  a share  and  could  be  secured 
^ with  a low  initial  payment  of  $2.50. 
I (Ruebens,  1958,  p.  104)  The  Bank  of 

Vj 

=|  the  Manhattan  Company  would  not 
be  the  exclusive  domain  of  rich  mer- 
chants. This  act,  along  with  Burr’s 
other  pro-artisan  activity  in  the 
assembly,  shifted  artisan  loyalty  from 
the  Federalists  to  the  D-Rs  and  made 
New  York  the  key  to  a D-R  presiden- 
tial victory  in  1800.  The  artisan  vote 
ultimately  swung  the  election  to  the 
D-Rs,  and  after  a tumultuous  battle  in 
the  House  of  Representatives  to  deal 
with  the  73-10-73  electoral  vote  tie 
between  Jefferson  and  Burr,  Jefferson 
became  the  third  President  of  the 
United  States  and  Burr  became  Vice 
President.  Burr  had  reached  the  apex 
of  his  political  career. 

After  the  election,  Jefferson  dis- 
tanced himself  from  Burr  and  would 
eventually  drop  him  as  a running  mate 
during  his  re-election  campaign  in  favor 
of  George  Clinton,  a New  York  D-R 
whose  views  were  more  in  line  with  the 
rural-minded  Jefferson.  The  D-R  party 
of  New  York  was  split  between  the 
Clintonians,  the  Livingstonians,  and  the 
Burrites  with  the  Burrites  representing 
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the  commercial  wing  of  the  party.  Burr’s 
success  at  unifying  the  party  during  the 
election  of  1 800  was  only  temporary, 
and,  whatever  Jefferson  may  have 
thought  of  Burr  after  the  electoral  vote 
tie,  he  realized  that  Burr's  influence  in 
New  York  was  on  the  w ane. 

Burr's  infamous  duel  with  Hamilton 
occurred  while  he  was  Vice  President. 
Hamilton’s  death  infuriated  Federalists 
and  made  it  virtually  impossible  for 
Burr  to  return  to  New  York.  He  served 
out  his  term  as  Vice  President  and  then 
headed  west  in  a land  speculation/pri- 
vate military  expedition  that  would 
eventually  lead  to  charges  of  treason. 
Although  Jefferson,  in  a message  to 
Congress,  argued  that  Burr’s  guilt  was 
“beyond  question,”  Burr  was  acquit- 
ted of  treason  in  a court  case  whose 
colorful  characters  could  have  come 
straight  out  of  a Mark  Twain  novel. 
(Isenberg,  p.  317)  After  the  trial  Burr 
fled  to  Europe,  mostly  to  escape  his 
creditors,  but  returned  to  the  U.S.  after 
a few  years  and  established  a success- 
ful law  practice.  His  constant  state  of 
indebtedness  forced  him  to  practice 
law  until  a few  months  before  his 
death  at  the  age  of  80. 

Historian  Suzanne  Geissler  relates  an 
interesting  anecdote  about  Burr  in 


“purgatory  awaiting  orders  that  will 
send  him  to  either  heaven  or  hell.  When 
his  judges,  St.  Peter  and  Satan,  cannot 
decide  what  to  do  with  him  Burr  peti- 
tions for  a writ  that  will  assign  him  to 
one  place  or  the  other.  St.  Peter  blames 
his  dilemma  on  historians:  'These  histo- 
rians! And  biographers!'  he  exclaims  to 
Burr.  'Why  can't  they  agree  about  you? 
You're  a traitor;  no  you’re  a martyr!  A 
stack  of  traitor  books  and  a stack  of 
martyr  books,  and  they’re  still  growing, 
both  stacks!  If  historians  could  ever 
agree  about  you,  we  could  grant  your 
writ  and  tell  you  where  to  go.”’ 

And  so  Burr  remains  in  historical 
purgatory.  Nevertheless,  we  can  appre- 
ciate his  accomplishments  in  establish- 
ing the  Bank  of  the  Manhattan  Com- 
pany. Regardless  of  whether  his 
motives  were  purely  altruistic  or  totally 
self-serving.  Burr's  actions  helped  to 
reopen  credit  markets  for  the  little  guy 
and,  m the  process,  sounded  the  death 
knell  for  Federalism.  It  is  unlikely  that 
such  an  outcome  could  have  originated 
from  an  evil  devil  concerned  only  with 
advancing  his  own  interests.  HU 
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Notes 

i Historian  George  M.  Marsden  in  his  dis- 
cussion of  the  legacy  of  Jonathan  Edwards 
writes,  “John  Adams  in  his  retirement  cor- 
respondence with  Thomas  Jefferson 
claimed  that  Aaron  Burr  Jr.  ‘from  the  sin- 
gle circumstance  of  his  descent’  was 
always  ensured  of  one  hundred  thousand 
votes.  Though  Adams  likely  exaggerated 
in  order  to  explain  his  own  defeat  in 
1800,  he  clearly  recognized  that  Edward- 
seans  were  a cultural  force.”  (p.  499) 

ii  Wright  and  Cowen  define  artisans  as 
“Skilled  craftsmen  who  owned  their 
own  shops  and  tools.”  (p.  1)  The  arti- 
sans were  important  politically  because 
they  were  qualified  to  vote. 
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The  Great  Bull  Markets  of  the 
1920s  and  1990s 


By  Eugene  N.  White 


Stock  market  booms  and  busts  command  enormous 
attention,  yet  there  is  little  consensus  about  their  causes. 
Optimists  saw  the  soaring  market  of  the  1990s  as  the  harbin- 
ger of  a new  age  of  sustained,  rapid  economic  growth,  while 
skeptics  warned  that  it  was  just  a bubble.  Regardless  of  the 
boom’s  origin,  policy  makers  feared  that  a collapse  would 
have  real  economic  consequences  and  debated  how  to  cope 
with  the  market’s  retreat. 

Although  the  sheer  run  up  in  stock  prices  in  the  1990s 
has  obscured  other  bull  markets,  the  boom  shared  many 
characteristics  with  previous  episodes,  notably 
the  1920s.  As  in  the  1990s,  it  was  widely 


Financial  History 


~ Fa 


claimed  rhat  a “new  economy”  had 
taken  root  in  the  U.S.  by  the  mid- 
’20s.  Technological  and  organiza- 
tional innovations  were  viewed  as 
raising  productivity,  increasing 
firms’  earnings  and  justifying  a wave 
of  new  issues.  Participation  in  the 
market  increased,  as  investing 
seemed  safer  with  an  abundance  of 
high  return  opportunities. 

Just  as  the  new  heights  of  the  1990s 
market  were  often  challenged  as  the 
product  of  “irrational  exuberance,” 
so  too  there  were  critics  of  surging 
stock  prices  in  1928-1929.  Policy 
makers  were  also  concerned  about  the 
distorting  effects  on  the  economy  of  a 
quick  run  up  in  stock  prices.  Whether 
or  not  the  Federal  Reserve  should  have 
intervened  in  these  episodes  depends 
critically  on  the  booms'  origins  because 
to  act,  policy  makers  need  to  identify 
the  size  of  a bubble.  Unfortunately, 
accurate  measurement  has  proven  to 
be  elusive.  While  this  pre-empts  a pol- 
icy response  to  a boom,  the  Fed  still 
has  a role  to  play  in  preventing  crashes 
from  disrupting  the  banking  system. 

The  Two  Great  20th 
Century  Booms  (Bubbles?) 

Although  there  have  been  many 
buoyant  markets,  including  the  early 
1950s,  the  go-go  1960s,  and  the  late 
1980s,  the  closest  parallel  to  the  '90s 
are  the  roaring  ’20s.  Figures  1 and  2 
depict  these  great  bull  markets,  dis- 
playing the  Dow  Jones  Industrials, 
the  S&;P  500,  and  its  predecessor  the 
Cowles  Index.  There  is  no  1920s 
equivalent  for  the  Nasdaq,  but  an 
equally  weighted  index  of  common 
stocks  captures  the  behavior  of 
smaller,  newer  firms. 

The  1929  bull  market  focused  on 
the  larger  companies.  Both  the  Dow 
Jones  and  Cowles  indices  moved 
almost  in  lock  step  on  the  way  up;  but 
the  rise  in  the  index  emphasizing 
smaller  firms  was  less  pronounced  and 
it  started  to  decline  much  earlier  in 
March  L929.  The  crash  of  October 
19^-9  sent  all  three  indices  plunging. 


By  any  measure,  equities  lost  over  80 
percent  of  their  value  and  recovery  was 
a decade  or  more  away.  While  large 
vertically  integrated  manufacturing 
firms  were  at  the  center  of  the  ebul- 
lient market  in  the  '20s,  it  was  newer 
stocks  of  the  Nasdaq  rhat  roared 
ahead  of  the  established  companies  in 
the  Dow  Jones  and  the  S&P  500  in  the 
’90s.  The  Nasdaq,  embodying  the 
“tech  bubble,”  is  still  far  from  its  peak 
like  the  earlier  Dow  Jones  index, 
which  did  nor  recover  until  the  early 
1950s.  Thus,  the  absence  of  a quick 
recovery  and  the  magnitude  of  dura- 
tion of  Nasdaq’s  collapse  make  the 
'20s  and  ’90s  a natural  comparison. 

Fundamentals  Versus  Bubbles 

Few  issues  are  as  contentious  in  eco- 
nomics as  stock  market  bubbles.  On 
one  side  of  the  divide  some  economists 
claim  that  booms  are  solely  driven  by 
identifiable  economic  fundamentals. 
Examining  the  1920s,  Professor  John 
B.  Williams  of  Harvard  ridiculed  the 
notion  of  the  market  being  driven  by 
anything  other  than  future  dividends  to 
be  “a  ghost  in  a haunted  house.”  Seven 
decades  later.  University  of  Chicago 
economist  John  Cochrane  derided 
“fads”  as  just  “a  catchy  name”  for  the 
unexplained  residual  of  fundamentals 
in  a rational  market.  On  the  other  side, 
John  Maynard  Keynes,  looking  back  at 
the  markets  of  the  ’20s,  saw  “ignorant 
individuals”  creating  “waves  of  opti- 
mistic and  pessimistic  sentiment.”  In 
the  1990s,  this  opinion  was  echoed  by 
Robert  Shiller  who  proclaimed  that, 
“prices  change  in  substantial  measure 
because  the  investing  public  en  masse 
capriciously  changes  its  mind.” 

Even  if  one  believes  that  “irrational 
exuberance”  is  driving  the  market,  the 
natural  starting  point  is  how  to  measure 
the  contribution  of  “fundamentals.” 
Underlying  these  scholarly  fusillades  is 
a simple  model  of  stock  pricing,  the 
Gordon  growth  model.  Here,  the  fun- 
damental value  of  a stock  is,  as  Williams 
put  it,  “the  present  worth  of  all  the  div- 
idends to  be  paid  upon  it,”  or  in  more 


modern  parlance,  the  price  of  a stock  is 
equal  to  the  present  discounted  value 
of  expected  future  dividends.  In  Gor- 
don's model,  the  key  factors  moving 
stock  prices  are  the  growth  rate  of 
future  dividends  and  the  required  rate 
of  return,  composed  of  a risk  free  rate 
(usually  taken  to  be  the  rate  on  long- 
term U.S.  government  bonds)  plus  an 
equity  premium. 

For  a sudden  surge  in  prices  to  be 
warranted  by  fundamentals,  there 
must  either  be  a sustained  expected 
rise  in  dividends  or  a decline  in  equity 
premium.  In  New  Lerels  in  the  Stock 
Market  (1929),  Charles  Amos  Dice 
argued  that  higher  stock  prices  were 
the  product  of  higher  productivity, 
yielding  higher  dividends.  Dice  identified 
increased  research  and  development 
and  the  application  of  modern  manage- 
ment as  prime  factors  behind  the  eco- 
nomic boom.  Similarly,  Irving  Fisher 
saw  the  stock  market  boom  as  justified 
by  the  rise  in  earnings,  driven  by  the 
systematic  application  of  science  in 
industry  and  the  new  industrial  man- 
agement methods  of  Frederick  Taylor. 

As  the  source  of  growth,  these 
economists  identified  new  vertically 
integrated  enterprises  that  took 
advantage  of  continuous-process 
technologies,  capturing  economies  of 
scale  and  scope.  Among  these  “new” 
industries  were  automobiles.  The 
Ford  Motor  Company  had  pioneered 
mass  production  techniques,  but  Gen- 
eral Motors  developed  a diversified 
line  of  production  and  a more 
advanced  management  and  organiza- 
tion, becoming  the  industry  leader. 
GM's  president  predicted  that  its  stock 
price  would  rise  from  180  to  225  and 
promised  to  return  60  percent  of  earn- 
ings to  stockholders.  Other  new  tech- 
nology industries  included  radio, 
movies,  aircraft,  electric  utilities,  and 
banking.  Prominent  hi-tech  companies 
of  the  era  were  Radio  Corporation  of 
America,  Radio-Keith  Orpheum 
(RKO),  the  United  Aircraft  and  Trans- 
port Corporation,  and  the  Aluminum 
Company  of  America. 
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Figure  i:  Boom  and  Bust  1920-1933 


This  idea  of  a new  technological  age 
parallels  the  optimism  of  the  1990s’ 
bull  market  when  rapid  changes  in 
computer  and  information  technology, 
as  well  as  biotechnology  were  heralded 
as  placing  the  economy  on  a higher 
trajectory.  Compared  to  the  spread  of 
electricity  and  internal  combustion 
beginning  in  the  early  20th  century,  the 
computer  revolution  was  projected  to 
have  an  even  greater  impact  on  pro- 
ductivity growth.  Productivity  drove 
down  prices  for  automobiles  and  elec- 
tricity, pointing  to  the  key  role  of  tech- 
nology in  the  1920s  boom,  while  price 
declines  for  information  technology 
have  been  much  faster  in  the  1990s, 
promising  even  higher  levels  of  growth 
and  consumption. 

But,  the  problem  with  the  explana- 
tion that  the  boom  was  driven  by  tech- 
nological change  raising  dividends  is 
simply  that  dividends  and  earnings  did 
not  grow  fast  enough.  By  one  conven- 
tional measure  applied  to  determine  the 
over-  or  under-valuation  of  stocks,  the 
price-earnings  ratio,  stocks  exhibiting 
ratios  of  50  to  100  were  wildly  overval- 
ued in  the  1920s  in  spite  of  impressive 
earnings  growth.  Similarly,  to  justify  the 
average  price  earnings  ratio  of  48  in 
1998  would  have  required  a highly 
improbable  permanent  doubling  of 
earnings  growth  for  which  there  was  no 
precedent  or  promise.  For  both  the 
1920s  and  the  1990s  evidence  is  fairly 
clear:  dividend  growth  can  only  explain 
a modest  part  of  the  boom. 

If  it  weren’t  dividend  growth,  could 
the  stock  market  booms  of  the  1920s 
and  1 990s  have  been  the  result  of  a 
fall  in  the  return  required  to  hold 
stocks?  Did  the  public  bid  up  the  price 
of  stocks  because  they  believed  them 
to  be  less  risky,  having  perhaps  even  as 
little  risk  as  government  bonds?  A 
declining  equity  premium  was  a com- 
mon explanation  for  the  ’90s  boom 
but  less  so  for  the  1920s. 

The  optimistic  book  The  Dow 
36,000  (1999)  proclaimed  a “para- 
digm shift”  that  would  double  or 
quadruple  the  Dow  Jones  Index.  The 


authors,  Glassman  and  Hassett, 
argued  that  a diversified  portfolio  of 
stocks  was  no  more  risky  than  an 
investment  in  U.S.  government  bonds. 
Greater  participation  in  the  market 
and  more  diversification  by  investors 
would  cause  the  equity  premium  to 
vanish  as  stock  prices  were  bid  up.  To 
support  their  argument,  they  pointed 
to  mutual  funds,  40i(k)  plans,  Inter- 
net trading,  computerization  and 
other  innovations  that  permitted 
investors  to  easily  acquire  information 
to  diversify  their  portfolios. 

Yet,  in  the  wake  of  the  crash,  few 
could  claim  that  equities  have  no  more 
risk  than  U.S.  government  bonds;  and 
there  have  been  only  modest  increases 
in  the  public’s  participation  and  diver- 
sification relative  to  that  which  would 


be  required  to  produce  a fall  in  the 
equity  premium.  For  example,  mutual 
funds  owned  only  a modest  fraction  of 
equities  and  households  that  held 
stock  had  almost  half  invested  in  their 
employing  company. 

Explanations  of  the  movement  of 
stock  prices  in  terms  of  fundamentals 
have  thus  had  very  limited  success. 
Changes  in  earnings  growth  and  the 
discount  rate  cannot  fully  account  for 
the  buoyant  markets  of  the  1920s  and 
1990s.  This  failure  leaves  us  with 
some  tantalizing  evidence  that  at  least 
part  of  the  rise  in  stock  prices  is  attrib- 
utable to  “bubbles.”  In  one  1920s 
anomaly,  investors  paid  a huge  pre- 
mium for  closed-end  mutual  funds, 
suggesting  excessive  optimism  because 
they  paid  far  more  for  a portfolio  of 
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stocks  than  they  would  have  paid  for 
its  component  stocks,  which  could 
easily  have  been  used  to  create  new, 
equivalent  mutual  funds.  Additionally, 
in  1928-1929,  bankers  to  Wall  Street 
become  quite  jittery,  raising  the  mar- 
gin and  interest  rates  on  loans  to  stock 
brokers,  implying  they  believed  there 
was  a heightened  risk  of  a crash  of 
overpriced  stocks.  Similarly,  the  pric- 
ing of  options  just  before  the  Crash  of 
1987  indicated  the  fear  of  an  immi- 
nent collapse. 

To  Intervene  Or  Not  To  Intervene? 

So,  if  there  are  stock  market  bubbles, 
should  they  trouble  policy  makers? 
Yes,  because  bubbles  distort  consump- 
tion and  investment.  A boom  in  stock 
prices  gives  the  appearance  of  greater 
wealth  because  of  the  higher  values. 
Consumers  will  purchase  and  borrow 
more  because  they  feel  wealthier,  leav- 
ing them  vulnerable  to  bankruptcy  in 
a recession  and  making  the  decline  in 
consumption  greater  when  the  bubble 
deflates.  Firms  will  also  be  induced  to 
invest  more  than  is  warranted  and 
borrow  more  because  of  the  seemingly 
higher  value  of  collateral.  If  stock 
prices  do  not  reflect  fundamentals, 
some  investments  should  not  have 
been  undertaken  and  the  result  will  be 
overinvestment  and  unusable  capacity. 
The  overall  result  will  be  a destabiliza- 
tion of  the  economy. 

Nevertheless,  very  few  theorists 
and  policy  makers  argue  that  a cen- 
tral bank  should  abandon  its  primary 
goals  of  price  stability  and  growth. 
One  of  the  strongest  arguments 
against  targeting  and  trying  to  “pop" 
bubbles  is  that  good  policy  requires 
an  accurately  measured  target.  What 
price  index  should  be  used  to  measure 
inflation  is  debated,  but  inflation  can 
be  far  more  precisely  measured  than  a 
bubble  in  the  market,  as  the  debate 
over  stock  market  fundamentals 
reveals.  Errors  in  attempting  to 
squeeze  out  a bubble  are  thus  likely  to 
be  considerably  larger  than  those  aris- 
ing from  price  stabilization,  and  the 


costs  of  policy  mistakes  are  conse- 
quently higher. 

Bur  more  than  measurement,  it  is 
the  history  of  the  boom  and  bust  of 
1929  that  has  convinced  many  policy 
makers  that  central  banks  should  nor 
respond  to  asset  booms.  The  years 
1928-1929  provide  a cautionary  tale 
where  the  Federal  Reserve,  which  had 
concentrated  on  price  stability  for 
most  of  the  1920s,  became  danger- 
ously obsessed  about  the  bull  marker. 
Even  though  the  stock  market  of 
1928-1929  got  no  lift  from  monetary 
policy,  which  tightened  at  the  outset  of 
the  boom,  the  Federal  Reserve  Board 
was  frustrated  by  the  amount  of  credit 
that  the  stock  market  seemed  to 
absorb  and  looked  for  some  way  to 
reduce  bankers'  loans  to  brokers. 

The  Board  first  tried  to  use  “direct 
pressure”  or  jawboning  to  channel 
credit  away  from  speculation.  In  Febru- 
ary 1929,  the  Board  Chairman  Roy 
Young  inveighed  against  speculation 
and  instructed  Federal  Reserve  banks  to 
try  to  limit  “speculative  loans.”  In  con- 
trast, the  Federal  Reserve  Bank  of  New 
York  contended  that  it  was  impossible 
to  control  credit  selectively  and  that 
speculation  could  only  be  reduced  by 
raising  the  discount  rate.  The  Board  was 
not  persuaded  and  refused  to  raise  the 
discount  rate  until  August  1929,  when 
the  economy  had  moved  into  recession, 
thus  amplifying  the  downturn. 

Declining  since  early  September,  the 
market  collapsed  in  late  October.  Mar- 
gin calls  and  distress  sales  of  stock 
prompted  a further  plunge  while 
lenders  withdrew  their  loans  to  brokers, 
threatening  a general  collapse  of  credit. 
I he  Federal  Reserve  Bank  of  New  York 
promptly  encouraged  New  York  Citi- 
banks to  increase  their  loans  to  brokers, 
made  open  market  purchases,  and  let  its 
member  banks  know  that  they  could 
freely  borrow  at  the  discount  window. 
The  direct  effects  of  the  crash  were  thus 
confined  to  the  stock  market.  While  the 
New  York  Fed’s  response  has  been  rec- 
ognized in  hindsight  as  the  correct  one, 
the  Board  disapproved  and  censured 


the  New  York  Fed  for  protecting  specu- 
lators. In  spite  of  the  recession,  the 
Board  maintained  its  tight  monetary 
police,  propelling  the  United  States  into 
the  Great  Depression. 

The  lesson  of  1929  has  conditioned 
central  bankers’  responses  to  subse- 
quent crashes.  Like  1929,  the  financial 
system  was  threatened  during  the 
Crash  of  1987  where  the  market 
plunged  just  as  abruptly  as  it  did  six 
decades  before.  Brokers  needed  to 
extend  credit  to  their  customers,  hit  by 
margin  calls.  Specialists  and  traders  in 
stock  index  futures  also  found  it  diffi- 
cult to  obtain  credit.  Fearful  that  there 
would  be  a collapse  of  securities  firms, 
with  ramifications  for  the  clearing  and 
settlements  system,  the  Fed  increased 
bank  reserves  and  pushed  commercial 
banks  to  supply  funds  to  brokers.  As 
the  crisis  subsided,  the  Fed  withdrew 
most  of  the  high-powered  money  that 
it  had  provided.  The  market’s  and 
economy’s  quick  recoveries  after  the 
1987  crash  reinforced  the  lesson  of  the 
1929  New  York  Fed's  prompt 
response  and  the  error  of  the  1929 
Board.  The  slower  collapse  of  the 
1990s  market  produced  few  calls  for 
intervention  as  the  payments  system 
was  not  threatened,  reinforcing  the 
common  “wisdom”  that  central  banks 
should  take  a position  of  “benign 
neglect”  vis-a-vis  asset  bubbles. 

The  difficulty  in  identifying  the  fun- 
damentals or  bubble  elements  in  a 
stock  market  boom  implies  that  central 
banks’  response  to  booms  should  be 
limited.  Only  when  the  abruptness  of  a 
crash  threatens  the  payments  system  is 
a classic  lender  of  last  resort  action 
appropriate.  The  temptation  to  “prick” 
an  expanding  bubble  should  be  resisted 
as  the  action  may  well  do  more  damage 
to  the  economy  than  the  eventual  pop- 
ping of  the  bubble,  na 
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This  year  is  the  izoth  anniver- 
sary of  the  Interstate  Commerce 
Act  that  created  the  country’s  first 
regulatory  commission.  That  Con- 
gressional action  to  rein  in  unfet- 
tered railroad  exploitation  of  grain 
shippers  came  a scant  three  genera- 
tions after  the  first  landmark  case 
applying  the  Commerce  Clause  of 
the  Constitution.  The  Act  also  came 
a scant  three  generations  after  the 
first  railroad  charter  in  the  country. 

That  an  entire  industry  could  grow 
from  inception  to  a dominant  posi- 
tion in  the  national  economy  in  just 
6 o years  could  be  argued  as  a case 
study  in  the  power  of  unfettered  cap- 
italism. To  put  that  time  frame  in  per- 
spective, it  was  about  the  same  time, 
66  years,  from  Thomas  Newcomen’s 
first  practical  steam  engine  to  James 
Watt’s  first  economical  version;  and 
then  again  roughly  the  same  period, 
50  years,  from  Watt’s  advances  to  the 
first  commercial  railroad. 

Today  the  anniversary  of  the  Act 
comes  at  a time  when  calls  are  being 
renewed  to  roll  back  broad  govern- 
ment regulations  in  many  sectors  of 
the  economy  because  when  left  to 
their  own  devices,  markets  are  self- 
correcting.  The  fundamental  case  for 
some  regulation  still  echoes  from  no 
less  an  authority  than  John  Maynard 
Keynes:  “The  long  run  is  a misleading 
guide  to  current  affairs.  In  the  long 
run  we  are  all  dead.” 

But  before  the  federal  government 
could  regulate  interstate  commerce,  it 
had  to  establish  that  it  was  empowered 


THE  BRIEF,  BUSY  CENTURY  OF 
THE  INTERSTATE  COMMERCE  COMMISSION 


By  Gregory  DL  Morris 


Robert  Fulton,  inventor  of  the  steamboat. 

to  do  so.  Today  that  seems  academic, 
but  in  the  early  years  of  the  republic 
the  principles  of  the  Commerce  Clause 
in  the  Constitution  had  not  yet  been 
put  into  practical  terms. 

That  came  to  a head  in  the  now 
famous  case  of  Gibbons  v.  Ogden  in 
1824,  now  regarded  as  one  of  the  sem- 
inal cases  in  the  nation’s  history.  Robert 
Fulton,  even-then-famous  inventor  of 
the  first  practical  steamboat,  and  his 
business  partner  Robert  Livingston,  had 
been  granted  an  exclusive  monopoly 
license  by  New  York  State  to  operate  a 
steam  ferry  from  New  York  City  to 
Elizabeth,  NJ. 

Cross-Hudson  ferry  service  for  peo- 
ple, animals,  and  goods  had  been  a 
thriving  business  since  colonial  times 
and  had  generated  many  fortunes,  not 
the  least  of  which  was  Cornelius  Van- 
derbilt. A native  of  Staten  Island,  he 


got  the  nickname  Commodore  from 
his  control  of  a fleet  of  ferries  and 
lighters  in  the  New  York  harbor. 

Vanderbilt  bought  his  first  boat  at 
age  16.  He  was  already  a successful 
local  ship  owner  by  the  age  of  30  in 
1824,  and  that  is  likely  what  he  would 
have  remained  if  the  Fulton-Liv- 
ingston  monopoly  and  others  like  it 
had  been  allowed  to  remain  in  place. 
Instead  the  Supreme  Court  struck 
down  the  interstate  monopoly,  and 
reaffirmed  federal  control  of  interstate 
commerce.  Writing  for  the  Court, 
Chief  Justice  John  Marshall  estab- 
lished a half-century  of  broad  inter- 
pretation of  the  Commerce  Clause 
and  opened  the  way  for  Vanderbilt 
and  others  to  reach  great  heights. 

Even  at  the  time  the  ruling  was  con- 
sidered a landmark  decision.  Thomas 
Gibbons,  operator  of  a rival  ferry  service 
operating  under  a Congressional  license, 
had  as  his  counsel  no  lesser  lights  than 
Daniel  Webster  and  William  Wirt.  Such 
legal  firepower  notwithstanding,  Aaron 
Ogden  was  no  pushover.  He  was  a for- 
mer governor  of  New  Jersey  and  a for- 
mer U.S.  senator  licensed  by  Fulton  and 
Livingston  specifically  for  his  political 
clout.  He  was  represented  by  some  big 
guns  of  his  own,  Thomas  Oakley  and 
Thomas  Emmet. 

The  year  after  Gibbons  prevailed, 
two  elemental  developments  took  place 
that  would  forever  reshape  interstate 
commerce.  The  immediate  high-profile 
event  was  the  opening  of  the  Erie 
Canal,  which  immediately  dropped  the 
cost  of  shipping  goods  from  the  trans- 
Appalachian  region,  now  the  Midwest, 
by  as  much  as  95  percent. 
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Aaron  Ogden  (left)  and  Thomas  Gibbons  (right). 

The  1824  Gibbons  v.  Ogden  case  ts  the  nation's  seminal  case  on  interstate  commerce. 


The  other  took  place  almost  unher- 
alded 6,000  miles  away.  The  Stockton 
N Darlington  Railway  became  the 
first  commercial  steam  railroad  in  the 
world.  The  technology  quickly  moved 
across  the  Atlantic,  and  just  two  years 
later,  in  1827,  the  Baltimore  & Ohio 
Railroad  was  chartered  as  a successor 
to  the  Baltimore  &:  Ohio  Canal  — an 
idea  with  no  lesser  an  advocate  than 
George  Washington. 

The  Erie  Canal  had  the  advantage 
ot  being  the  first  mover,  and  after  just 
two  years  had  established  such  a 
strong  position  that  rival  enterprises 
realized  they  could  not  just  build  other 
canals.  So  ambitious  and  audacious 
planners  literally  hitched  their  wagons 
to  a star:  the  steam  locomotive. 

The  Erie  Canal  also  had  the  advan- 
tage of  running  through  only  one 
stare.  Indeed  it  was  a project  by  the 
state,  so  charters  were  nor  an  issue. 
Bur  could  a canal  or  railroad  be  built 
and  operated  through  several  states 
from  tidewater  to  the  Ohio  River 
without  a prohibitively  expensive  and 
complex  burden  of  state  licenses  and 
politically  unstable  permissions?  Pos- 
sible, bur  not  likely.  The  B&O  and  all 
of  the  subsequent  railroads  rest  on 
Gibbons  as  much  as  they  rest  on  stone 
ballast  and  wooden  ties. 


Legal,  technological,  and  business 
decisions  can  be  made  in  an  instant, 
but  it  takes  some  time  for  commodity 
markets  to  develop.  This  they  did 
through  the  middle  1800s.  The  rail- 
roads flourished  and  vast  swaths  of 
the  continent  were  put  under  the 
plow.  The  U.S.  and  Canadian  plains 
became  the  breadbasket  for  their 
countries  as  well  as  a growing  part  of 
the  world.  But  as  farmers  came  to 
depend  upon  the  national  and  inter- 
national markets,  they  were  beholden 
to  the  tender  mercies  of  the  railroads. 
Grain  was  a major  commodity  for 
many  railroads,  but  only  a few 
needed  rhe  farmers  as  much  as  the 
farmers  needed  the  railroads. 

Short-haul  or  “bottleneck”  rates 
were  set  at  exploitive,  even  ruinous 
rates.  Obviously  the  carriers  could  not 
afford  ro  drive  too  many  growers  out 
of  business,  but  this  was  the  rime  in 
which  the  phrase  “whatever  the  traffic 
will  bear,"  came  into  common  use. 
The  predatory  practices  became  a 
political  issue  by  the  1840s,  but  by 
then  the  states  and  the  nation  were 
preoccupied  with  a much  bigger  crisis: 
slavery  and  secession. 

While  defeated  Confederates  pined 
for  the  status  quo  antebellum,  things 
reverted  to  prewar  conditions  on  the 


farm  and  on  rhe  railroads  almost 
immediately.  But  fighting  exploitation 
was  now  a known  practice.  In  1867 
Oliver  Hudson  Kelley  formed  the 
National  Grange  of  the  Patrons  of 
Husbandry.  It  remained  a small  move- 
ment until  the  Panic  of  1873  when  a 
liquidity  crisis  hit  railroads  hard  and 
farmers  harder. 

Granger  laws  were  enacted  in  llli- 
S nois  in  1871  to  protect  farmers,  and 
i soon  after  in  other  agricultural  states 
3 including  Iowa,  Wisconsin,  and  Min- 
| nesota.  Just  as  quickly,  they  were 
^ challenged  in  court  as  an  affront  to 
the  Commerce  Clause.  In  Munn  v. 
Illinois  the  Supreme  Court  upheld 
the  granger  laws  in  the  Land  of  Lin- 
coln. Specifically  Munn  &:  Scott  was 
a warehouse  in  Chicago  that  had 
resisted  state  regulations  on  rates  for 
grain.  Munn  did  not  argue  against 
the  purpose  of  rhe  state  laws,  but 
rather  their  effect  was  to  deprive  him 
of  property  without  due  process.  In 
1877  the  Court  set  aside  that  nar- 
rowly constitutional  argument  and 
upheld  the  state  laws  on  the  grounds 
of  an  overwhelming  public  good  in 
the  granger  laws. 

Nor  quite  a decade  later  in  Wabash, 
St.  Louis  & Pacific  Railroad  Com- 
pany v.  Illinois  rhe  Court  reversed 
itself  and  ruled  that  state  laws  limiting 
short-haul  railroad  rates  violated  the 
Commerce  Clause.  In  one  of  many 
ironies  throughout  the  history  of 
interstate  commerce,  this  time  the 
Court  ignored  the  intent  or  public 
good  of  the  law.  In  1886  it  found  for 
the  Wabash  on  narrowly  constitutional 
grounds:  that  under  the  Commerce 
Clause  only  the  federal  government 
could  regulate  railroads. 

The  response  from  Congress  was 
surprisingly  swift.  The  very  next  year 
it  created  the  nation’s  first  regulatory 
commission,  the  ICC.  Established  as 
an  independent  agency  on  February  4, 
1887,  'ts  mission  was  to  regulate  car- 
riers engaged  in  transportation  in 
interstate  commerce  and  in  foreign 
commerce  within  rhe  United  States. 
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“ Commodore ” Cornelius  Vanderbilt 

Section  One  established  the  hall- 
mark expression  of  the  ICC:  “All 
charges  made  for  any  service  ren- 
dered...shall  be  reasonable  and  just.” 
Section  Two  prohibited  special  rates, 
rebates,  drawbacks  or  “unjust  discrim- 
ination.” Section  Three  mandated  rea- 
sonable short-haul  or  interline  rates, 
and  Section  Five  prohibited  freight 
pooling  by  competing  railroads. 

And  so  on  to  Section  zo  that 
required  railroads  to  publish  annual 
reports,  the  first  such  legal  require- 
ment in  U.S.  history.  Calls  for  such 
annual  reports  can  be  documented  as 
early  as  1870,  but  it  was  not  until 
1895  that  the  New  York  Stock 
Exchange  “suggested”  that  compa- 
nies furnish  such  reports.  And  it  was 
not  until  the  Securities  and  Exchange 
Act  of  1934  that  annual  reports 
became  legally  required  by  all  pub- 
licly traded  companies. 

As  a result  of  the  ICA,  egregious 
abuses  stopped  as  published  freight 
rates  were  established.  But  the  Act 
cannot  be  considered  an  unqualified 
success.  Bureaucracy  soon  set  in  at  the 
ICC.  It  became  increasingly  complex 
and  time  consuming  to  change  rates 
once  they  were  set,  and  literally  thou- 
sands of  rates  were  established. 

There  are  two  extreme  examples, 


Supreme  Court  Chief  Justice  John  Marshall 


one  ridiculous  and  one  sobering,  of 
how  far  sclerotic  regulation  went. 
When  the  shipping  container  was  first 
being  adopted,  there  was  considerable 
doubt  if  the  ICC  would  allow  a flat 
rate  per  box  or  per  ton  for  mixed 
manifests,  because  the  truck  lines  and 
railroads  were  required  by  law  to 
charge  specific  rates  for  specific  goods 
(see  a review  of  The  Box,  p.  36). 

Some  unions  latched  onto  that  issue 
by  insisting  that  each  box  container  be 
unloaded  and  reloaded  by  longshore- 
men before  the  container  was  loaded 
aboard  ship.  Not  as  make-work  for 
members,  of  course,  but  as  the  only 
way  to  ensure  proper  rates  were 
charged  and  duties  paid. 

As  the  changes  in  the  national 
economy  after  the  Civil  War  had 
called  the  ICC  into  existence,  changes 
after  World  War  II  became  its  undo- 
ing. Regulation  of  trucking  had  specif- 
ically been  added  to  the  ICA  by  an 
amendment  in  1940,  a necessity 
unimaginable  just  53  years  earlier 
when  the  original  act  had  been  passed. 

It  was  then  just  35  years  until  Pres- 
ident Ford  proposed  eliminating  most 
federal  regulation  of  interstate  truck- 
ing in  1975.  Last  in,  first  out.  But  not 
by  much.  The  tragicomic  Penn  Central 
merger  had  collapsed  into  bankruptcy 


in  1970,  but  the  road  limped  along 
under  court  protection  until  1976 
when  the  government  created  Conrail 
out  of  the  Penn  Central  and  six  other 
floundering  northeast  railroads.  Con- 
gress then  began  to  reduce  burden- 
some regulations  on  the  rails,  culmi- 
nating in  the  Staggers  Act  of  1980. 

That  same  year  ICC  officials  testi- 
fied that  reduced  regulation  would 
| leave  some  carriers  subject  to  unfair 
rate  demands  by  large  shippers.  The 
| grangers  of  a century  before  might 
| have  dryly  noted  that  what  goes 
C around  comes  around. 

With  most  of  its  raison  d’etre  gone, 
S the  ICC  itself  labored  on  a mere  15 
years.  In  contrast  to  the  truck  regula- 
tions, ICC  practiced  FIFO.  In  1995,  it 
followed  the  financial  practice  of  first- 
in-first-out  to  its  ultimate  expression. 
The  first  federal  regulatory  commis- 
sion to  be  created  also  became  the  first 
to  be  abolished,  effective  December 
29,  1995.  ICC’s  remaining  duties  were 
taken  over  by  various  offices  in  the 
Department  of  Transportation  and 
also  by  a smaller  Surface  Transporta- 
tion Board  (STB). 

The  greater  irony  is  that  the  ICC 
has  come  and  gone  and  it  has  been  a 
century  and  a half  since  the  Grangers 
first  protested  short-haul  freight 
rates,  but  bottleneck  cases  still  come 
frequently  before  the  STB.  Only  now 
it  is  not  family  farmers  but  big  indus- 
try, especially  chemical  producers 
and  utilities  that  complain  they  pay 
usurious  rates  for  short  connections 
to  main  lines.  They  call  themselves 
“captive  shippers.”  Railroads  say 
they  are  “single-served.”  Somewhere, 
Oliver  Kelley  is  shaking  his  head.  031 
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priseandindustry.com. 


1 

Financial  History  ~ Fall 

7 

18 

WWW.FlNANClAI.HlSTORY.OKG 


H.R.Harmer,  Inc.  is  Proud  to  Present 


PART  II  of  rare  Stock  and  Bond  Certificates, 
Banknotes,  Stamps,  Vignettes,  Production 
Material,  Security  Printing  Ephemera  and 
Foreign  Stamp  and  Banknote  Printing  Plates 


October  1 7th  to  1 9th,  2007 
Bethel,  Connecticut 


We  are  excited  to  present  another  amazing  offering  of  rare  and  unique  banknotes,  stocks,  bonds,  vignettes,  security 
printing  production  material  and  unique  stamp  and  banknote  printing  plates.  There  are  over  1,100  different  stocks  and 
bonds  in  this  sale  with  many  unique  or  extremely  rare  certificates  never  seen  by  the  collecting  community  before. 


&aBr 


H^|f  MIN4NI- * '*'11.1  vi 


INCLUDED  IN  THIS  SALE: 

• Over  300  different  rare  U.S.  and  Foreign  railroad  stocks  and  bonds 

• One  of  the  largest  offerings  ever  of  rare  western  railroad  stocks  & bonds  with  over  120 
different  certificates  from  California,  Oregon,  Washington,  Nevada,  Texas,  Utah, 
Colorado,  New  Mexico,  Montana,  Dakota  Territory  & Wyoming.  Most  being  offered  for 
the  1st  time  with  many  unique  Items! 

• Almost  200  different  rare  mining  stocks  and  bonds  • 5 different  Bodie  stock  certificates 

• A large  selection  of  Alaska  Mining,  Industrial  and  Native  American  stocks 
are  represented 

• 50  different  automobile  and  aviation  certificates  with  many  rarities 

• Other  topics:  internet,  banking  & finance,  sports,  breweries,  gambling,  entertainment 
plus  more! 

Some  of  the  many  highlights  from  this  sale  include: 

• Unique  $1 ,000  U.S.  Third  Liberty  Loan  Proof  Bond  (Only  one  issued  bond  is  known) 

• Unique  Sears,  Roebuck  and  Company  printing  roll  with  old  Sears  building  and  title 

• Unique  Philadelphia  Zoological  Society  printing  plate  and  3 other  Zoo  certificates 
including  an  issued  Columbus  Zoological  Company  stock 

• Over  120  foreign  stocks  & bonds  including  a large  selection  of  rare  European  bonds 
and  an  interesting  group  of  Panama  and  Puerto  Rico  certificates 


Aiiimidiiliiitik.Vnlr 


Scam  and  Scandal  stocks  from  "Crazy  Eddie”  and  “World  Com"  to  Adelphia  Communications 


Please  call,  email  or  FAX  to  reserve  your  catalog  for  this  exciting  sale. 

H.R.HARMER,  INC. 

5 Francis  Clark  Circle  Bethel,  CT  06801  USA 
Ph:  1-973-882-0887  • Fax:  1-973-882-3499 
Toll  Free  (In  the  Continental  U.S.):  1-800-221-0243 

After  September  30th  please  call  1-203-792-3862  or  Toll  Free  1-800-522-1607 


On  line  catalog  and  website:  www.hrharmer.com  • Email:  hrharmer@hrharmer.com 

Preview  website:  WWW.ABNHARMERAUCTIONS.COM 
for  images  and  more  information 

Catalogs  are  $30  each  for  a full  color  lavishly  illustrated  catalog  which  is  destined  to  be  a future  reference  book 

(there  is  an  additional  charge  for  overseas  delivery). 

This  is  a Live  Public  Auction  sale  as  well  as  being  featured  on  eBay  Live. 


The  Panic  of 

1907 


To  UNDERSTAND  FULLY  THE  CRASH  AND 

panic'  OF  1907,  one  must  consider  its 
context:  it  was  a time  somewhat  like 
the  present.  A Republican  moralist 
was  in  the  White  House.  War  was 
fresh  in  mind.  Immigration  was  fuel- 
ing dramatic  changes  in  society.  New 
technologies  were  changing  people’s 
everyday  lives.  Business  consolidators 
and  their  Wall  Street  advisers  were  cre- 
ating large,  new  combinations  through 
mergers  and  acquisitions,  while  the 
government  was  investigating  and 
prosecuting  prominent  executives — led 
by  an  aggressive  young  prosecutor  from 
New  York.  The  public’s  attitude  toward 
business  leaders,  fueled  by  a muckrak- 
ing press,  was  largely  negative.  The 
government  itself  was  becoming 
increasingly  interventionist  in  society 
and,  in  some  ways,  more  intrusive  in 
individual  life.  Much  of  this  was  stim- 
ulated by  a postwar  economic  expan- 
sion that,  with  brief  interruptions,  had 
lasted  about  50  years,  although  in 
recent  months  a major  natural  disaster 
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Lessons  Learned 
from  the  Market’s 
Perfect  Storm 


By  Robert  F.  Bruner  and  Sean  D.  Carr 


had  disturbed  the  equilibrium  of  the 
nation’s  fragile  financial  system.  As 
Mark  Twain  supposedly  said,  “His- 
tory may  not  repeat  itself,  but  it  occa- 
sionally rhymes.” 

Exactly  100  years  ago  the  United 
States  was  teetering  on  the  edge  of 
economic  collapse.  Markets  were  in 
disarray,  anxious  depositors  were 
forming  long  lines  in  front  of  banks, 
and  Wall  Street  investors  were  ner- 
vous and  distressed.  By  November 
1907  a major  market  crash  had 
resulted  in  a 37  percent  decline  in 
the  value  of  all  listed  stocks,  affect- 
ing nearly  every  industrial  sector. 
During  the  sharpest  part  of  this 
downturn,  a banking  panic  led  to 
the  failure  of  at  least  25  banks  and 
17  trust  companies."  Money  was 
increasingly  scarce,  brokerages  were 
forced  to  close,  and  the  City  of  New 
York  was  twice  unable  to  find  buy- 
ers for  its  bonds,  forcing  the  munic- 
ipal government  to  the  brink  of 
bankruptcy. 
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Lines  in  front  of  the  Linc  oln  Trust  Company  during  the  Panic  of  1 907. 


Despite  its  severity,  the  1907  crisis 
was  mercifully  short.  Altogether  it 
lasted  15  months,  from  the  market's 
peak  in  September  1906  to  its  trough 
in  November  1907.  From  then  until 
now,  many  observers  have  credited 
the  relative  brevity  of  this  crisis  to  the 
actions  of  private  bankers  whose 
heroic  interventions  averted  absolute 
catastrophe.  In  1907,  the  United 
States  lacked  a central  bank  and  the 
federal  government  possessed  little 
authority  to  address  widespread  eco- 
nomic distress.  Moreover,  at  the  very 
nadir  of  the  crisis,  the  trust-busting 
U.S.  President,  Theodore  Roosevelt, 
was  literally  hunting  for  bear  in  the 
canebrakes  of  Louisiana. 

Under  these  circumstances,  as  the 
market  crash  and  banking  panic  spun 
wildly  out  of  control,  J.  Pierpont  Mor- 
gan, the  colossus  of  American  finance, 
ably  asserted  himself  as  the  nation’s  de 
facto  central  banker.  Using  his  personal 
influence  among  other  leading  financiers, 
Morgan  and  a small  circle  of  his  peers 
raised  the  funds  necessary  to  relieve  the 
nation’s  credit  anorexia  and  support  her 
faltering  financial  institutions-all  within 
the  span  of  a few  weeks. 

The  bold  intervention  of  Morgan, 
however,  does  not  tell  the  whole  story. 
The  significance  of  Morgan’s  leadership 
is  undeniable,  and  his  actions  deserve 
continued  consideration  as  scholars 
and  practitioners  draw  innumerable 
lessons  from  his  temerity,  judgment, 
and  resolve.  However,  a thorough 
understanding  of  America’s  first  finan- 
cial crisis  of  the  20th  century  would  be 
incomplete  were  we  only  to  study  its 
remediation.  Morgan’s  dramatic  reso- 
lution of  the  1907  crisis  should  not 
blind  us  to  the  lessons  that  can  be 
learned  from  a deeper  examination  of 
its  underlying  causes. 

Over  the  years  the  causes  of  large  and 
systemic  financial  crises  have  been  the 
focus  of  considerable  research  — both 
directly  and  through  varied  intellectual 
streams:  macroeconomics,  game  theory, 
group  psychology,  financial  economics, 
complexity  theory,  the  economics  of 


information,  and  management  theory.  A 
pluralistic  interpretation  of  the  panic 
and  crash  of  1 907  that  draws  from  these 
diverse  intellectual  perspectives  suggests 
that  financial  crises  may  result  from  a 
powerful  convergence  of  seven  overlap- 
ping and  interrelated  forces — a "perfect 
storm”"1  in  the  financial  markets. 
Reflecting  on  the  1 907  crisis,  then,  let  us 
consider  the  elements  of  the  storm  and 
how  they  may  gather  force: 

System-like  architecture.  A financial 
system  has  two  vitally  important  char- 
acteristics that  can  serve  as  the  foun- 
dations for  crises.  First,  various  finan- 
cial institutions  may  be  controlled  by 
the  same  investors,  and  these  interme- 
diaries (banks,  trust  companies,  bro- 
kerage firms)  may  be  lenders  and  cred- 
itors to  each  other  by  virtue  of  the  cash 
transfers  they  facilitate.  The  very  exis- 
tence of  such  a network  means  that 
trouble  can  travel  quickly,  and  the  dif- 
ficulties of  one  financial  intermediary 
can  spread  to  others.  Second,  the  very 
complexity  of  a financial  system  also 
means  that  it  is  difficult  for  all  partici- 
pants in  the  financial  system  to  be 
equally  well  informed  — thus  an 
“information  asymmetry”  may  moti- 
vate perverse  behavior  that  can  trigger 
or  worsen  a financial  crisis.lv 


Morgan  at  the  Pujo  Hearings.  19/2. 


In  1907,  the  financial  system  in  the 
United  States  was  highly  fractional- 
ized, localized,  and  complex.  All  told, 
the  system  held  about  16,000  financial 
institutions'  (compared  to  about  7,500 
in  2007),  and  the  vast  majority  of  them 
were  small  “unit”  banks  having  no 
branches.  In  1907,  the  systemic  nature 
of  financial  crises  can  be  seen  in  the 
chain  of  linkages  as  the  panic  spread, 
beginning  on  October  1 6,  from  one 
institution  to  many  others  in  New 
York  City  and  beyond  (see  Figure  1). 
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Brown  Brothers,  Sterling  PA  Brown  Brothers,  Sterling  PA 


Figure  i:  Some  Linkages  Among  Financial  Institutions  in  1907. 
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As  for  the  effects  of  information 
asymmetry,  one  is  struck  by  how  lit- 
tle the  average  depositor  in  1907  — 
or  even  J.  P.  Morgan  himself — could 
know  about  the  condition  of  financial 
institutions.  To  resolve  this  asymme- 
try, Morgan  had  privately  chartered 
audits  of  the  assets  of  various  institu- 
tions and  debtors.  But  he  must  have 
known  that  the  more  serious  asym- 
metry lay  not  between  him  and  the 
institutions,  but  between  the  public 
and  the  institutions  — therefore,  Mor- 
gan attempted  to  use  the  press,  and 
even  the  pulpits,  to  shape  public  per- 
ceptions about  the  safety  and  sound- 
ness of  the  financial  system. 

Buoyant  growth.  As  lightning  pre- 
cedes thunder,  a volatile  environment 
is  a precursor  to  financial  instability. 
Indeed,  volatility  in  the  form  of  buoy- 
ant economic  growth  may  be  espe- 
cially pernicious  since  it  engenders 
false  optimism  about  the  stability  of 
markets  and  institutions.  Every  major 
financial  panic  has  occurred  after  an 
episode  of  rapid  economic  growth'1 
though  not  all  panics  are  associated 
with  recessions. vil  Of  special  interest  is 
not  the  fact  of  growth,  but  rather  the 
cause  of  the  inflection,  the  downturn 
from  boom  to  slump.  Rapid  economic 
growth  creates  a demand  for  money 
that  eventually  imposes  liquidity 
strains  on  the  financial  system. 

The  crash  and  panic  of  1907  punc- 
tuated a period  of  very  rapid  eco- 
nomic growth  in  the  United  States. 
This  growth  created  a massive 
demand  for  external  finance  and 
meant  the  financial  system  within  the 
U.S.  had  a low  level  of  capital  relative 
to  the  recent  rate  of  demand.'1"  New 
capital  — nearly  $100  million  in  gold 
imported  in  1907  — was  obtained 
from  Europe,  through  borrowings 
denominated  not  in  U.S.  dollars,  but 
in  sterling,  francs,  and  marks.  Large 
borrowings  denominated  in  foreign 
currencies  have  also  been  associated 
with  financial  crises. ix 

Inadequate  safety  buffers.  The 
business  cycle  is  associated  with  a 


process  of  credit  expansion  and  con- 
traction that  significantly  amplifies 
changes  in  markets  and  economic 
growth.  The  boom  part  of  the  credit 
cycle  erodes  the  shock  absorbers  that 
cushion  the  financial  system  in  the 
slump.  Some  banks,  eager  to  make 
profits,  unwisely  expand  their  lending 
to  less  and  less  creditworthy  clients  as 
the  boom  proceeds.  Then  some  exter- 
nal shock  occurs  and  the  bank  direc- 
tors awaken  to  the  inadequacy  of 
their  capitalization  relative  to  the 
credit  risks  they  have  taken;  banks 
reduce  or  cut  off  the  new  loans  avail- 
able to  their  clients.  This  triggers  a 
liquidity  crisis  that  drives  both  a stock 
market  crash  and  a depositor  panic. 
The  fragility  of  such  a system  stems 
not  only  from  the  behavior  of  some 
banks.  It  also  grows  from  the  struc- 
ture of  the  industry.  A system  with 
many  small  and  undiversified  banks 
— such  as  existed  in  the  United  States 
in  1907  — is  more  prone  to  panics/ 

In  addition,  the  economists  Ellis 
Tallman  and  Jon  Moen  (1990)  found 
that  the  emergence  of  trust  compa- 
nies— a relatively  new  and  lightly  reg- 
ulated financial  institution  — intro- 
duced a key  source  of  instability 
leading  up  to  the  panic  of  1907.  In 
part,  the  unequal  regulation  of  banks 
and  trust  companies  contributed  to  a 
concentration  of  riskier  assets  in 
trusts;  the  trusts  took  advantage  of 
opportunities  from  which  the  banks 
were  restricted.  Moreover,  the  trusts 
were  able  to  concentrate  their  portfo- 
lios more/' 

Adverse  leadership.  Adding  to  the 
stew  of  uncertainty  that  leads  up  to 
the  financial  crisis  is  the  action  of 
political  and  economic  leaders  who 
advertently  or  inadvertently  elevate 


the  risk  of  crisis.  Like  rapid  growth 
and  inadequate  safety  buffers,  the  mis- 
takes of  leadership  can  help  to  foster 
an  environment  vulnerable  to  shocks. 
In  1907,  Theodore  Roosevelt  was  on 
the  warpath  against  anticompetitive 
business  practices.  He  wielded  the 
power  of  the  Department  of  Justice 
and  the  Sherman  Antitrust  Act,  and  he 
used  the  bully  pulpit  to  excoriate  the 
“malefactors  of  great  wealth.” 

State  governments  followed  suit 
with  new  legislation  to  limit  railroad 
rates;  New  York  State  employed  a 
young  prosecutor,  Charles  Evans 
Hughes,  to  investigate  the  insurance 
industry.  The  Supreme  Court 
famously  imposed  a massive  fine  on 
Standard  Oil  for  rate  fixing. 

Should  Roosevelt  and  the  Progres- 
sives really  be  implicated  in  the  crash? 
Financial  markets  withstand  political 
bluster  fairly  well  — were  Roosevelt’s 
speeches  just  empty  rhetoric,  we 
might  absolve  him.  But  markets  are 
highly  sensitive  to  changes  in  govern- 
ment policy  (such  as  rate  regulation, 
taxation,  and  antitrust  enforcement) 
that  affect  the  underlying  drivers  of 
value.  By  late  1906,  the  radical  shift 
in  government  policy  was  apparent. 
Roosevelt’s  speeches  only  confirmed 
the  shift.  He  was  both  messenger  and 
message  and  thus  deserves  a place 
among  the  drivers  of  these  events. 

Real  economic  shock.  Research  on 
financial  crises  acknowledges  the  role 
of  some  triggering  event.  Financial 
crises  require  a spark.  The  history  of 
1907  suggests  there  may  be  several 
candidates.  Adverse  court  rulings, 
rising  regulation,  and  outlandish 
rhetoric  affected  the  atmosphere  of 
business  confidence.  But  most  notably, 
the  San  Francisco  earthquake  and  fire 
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Depositors  and  messengers  a t the  Trust  Company  of  America.  190-. 


in  April  1906  triggered  a global  liq- 
uidity crunch.  Then,  in  the  summer  of 
190-,  the  Bank  of  England  com- 
pounded problems  by  dramatically 
curtailing  the  acceptance  of  American 
finance  bills  in  London. 

These  two  events,  the  natural  disas- 
ter in  California  and  the  reduction  in 
American  finance  bills,  stand  out  for 
having  been  real,'"  large,  costly,  unam- 
biguous, and  surprising.  When  they  hit 
the  economy  and  the  financial  system, 
they  caused  a sudden  reversal  in  the 
outlook  of  investors  and  depositors. 

Undue  fear,  greed,  and  other 
behavioral  aberrations.  Beyond  a 
change  in  the  rational  economic  out- 
look is  a shift  from  optimism  to  pes- 
simism that  creates  a self-reinforcing 
downward  spiral.  The  more  bad  news, 
the  more  behavior  that  generates  bad 
news.  The  events  of  1907  suggest  an 
emotional  influence  on  the  occurrence 
and  severity  of  the  financial  crisis.  The 
history  of  the  panic  includes  suicides, 
letters  describing  overly  buoyant  or 
depressed  markets,  anxiety  among 
depositors  and  bank  executives,  ani- 
mated crowds  in  the  streets  of  New 
York’s  financial  district,  and  the  use  of 
public  relations  and  the  press  in  an 
attempt  to  build  investor  confidence 
— indeed,  the  very  word  “panic”  sug- 
gests a suspension  of  rationality. 


Failure  of  collective  action.  The 
events  of  1907  illustrate  how  collec- 
tive action  might  address  a bank 
panic.  Most  vividly,  we  see  J.P.  Mor- 
gan and  his  circle  of  influential  New 
York  bankers  forcing  the  chief  execu- 
tives of  the  largest  New  York  banks 
and  trust  companies  to  form  their 
own  association  to  aid  their  failing 
institutions.  Likewise,  throughout 
the  United  States  in  1907,  bank  clear- 
ing houses  functioned  to  monitor 
their  members  and  assure  depositors 
of  convertibility.  If  it  were  necessary 
to  suspend  convertibility,  the  clearing 
houses  issued  scrip.  Ultimately,  the 
legacy  of  the  crash  and  panic  was  to 
nationalize  collective  action  by 
means  of  founding  the  Federal 
Reserve  System.  Several  scholars 
have  highlighted  the  important  role 
of  collective  action  as  a brake  on  the 
severity  of  financial  crises.'1" 

Was  the  collective  action  in  1907  a 
success?  The  panic  of  1907  was 
among  the  worst  on  record,  hardly 
consistent  with  successful  collective 
action.  The  major  events  of  the  panic 
were  largely  guided  by  a small  circle  of 
leaders  in  the  New  York  City  financial 
community,  bur  the  panic  extended  to 
all  commercial  centers  in  the  United 
States.  The  true  benchmark  for  collec- 
tive action  is  the  outcome  that  might 


have  been.  It  seems  reasonable  to  guess 
that  the  panic  of  1907  would  have  been 
much  worse  without  the  collective 
action  by  Morgan  and  others. 

The  events  of  1907  suggest  that 
these  seven  factors  are  mutually  rein- 
forcing. Rapid  growth  leads  to  opti- 
mism that  for  a time  may  stimulate 
more  growth.  Insufficient  information 
fuels  optimism  and  delays  collective 
action.  Imperfect  information  and 
optimism  promote  a tendency  to  dis- 
count the  effect  of  real  shocks  to  the 
system  when  they  occur.  Real  shocks, 
absence  of  shock  absorbers,  and  lack 
of  collective  action  may  amplify  the 
conditions  of  instability.  These  factors 
come  and  go  in  the  economy;  at  any 
point  in  time,  a few  of  them  are  almost 
certainly  present,  and  their  presence 
individually  is  insufficient  to  cause 
financial  market  instability.  Rather,  it 
is  the  convergence  of  some  or  all  of  the 
forces  that  produces  the  crisis.  The 
panic  of  1907  thus  offers  us  lessons, 
but  also  insights  for  action:  the  impor- 
tance of  transparency,  feedback  to 
decision  makers,  encouragement  of 
collective  action,  the  establishment  of 
safety  buffers  in  the  global  financial 
system,  and  the  duty  of  leaders  to 
serve  their  constituencies.  03 
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By  George  David  Smith 


Adolph  Berle  and  Gardiner  Means’s  The  Modern  Corporation  and  Private  Property , 
published  in  1932,  is  one  of  the  most  cited  works  in  the  history  of  modern  economic 
and  financial  scholarship.  It  is  not  as  magisterial  a work  as,  say,  John  Locke’s  Second 
Treatise  on  Government  (1690),  Adam  Smith’s  Wealth  of  Nations  (1776),  or  Milton 
Friedman  and  Anna  Schwartz’s  Monetary  History  of  the  United  States  (1963).  It  is  not 
particularly  well  researched  or  written.  A sprawling,  unevenly  crafted,  and  sometimes 
confusing  text,  chock  full  of  statistics  and  tables,  it  has  nonetheless  become  an  author- 
itative treatise  on  the  problems  of  power  and  social  welfare.  Yet  it  is  a classic  work, 
and  like  all  classics  it  has  been  appropriated  to  support  widely  different  points  of  view. 
Like  all  classics  it  is  largely  unread,  even  by  the  people  who  refer  to  it.  And  like  all 
classics,  much  of  what  it  has  to  say  has  been  shown,  over  the  years,  to  be  wrong,  or 
worse,  irrelevant. 
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What  remains  relevant  about  The 
Modern  Corporation  is  that  it  has 
become  the  bedrock  authority  on 
“agency  theory,”  a central  concept  of 
modern  finance.  Agency  theory  is  con- 
cerned with  who  controls  the  modern 
corporate  economy,  and,  in  particular, 
the  consequences  that  flow  front  the 
tensions  between  the  rights  of  the 
“principals,”  the  shareholders,  and 
the  power  of  their  “agents,”  the  exec- 
utive managers.  Berle  and  Means  were 
not  the  first  to  recognize  the  agency 
problem,  but  they  elucidated  it  in  a 
way  that  was  so  compelling  that  it 
became  a priority  concern  of  policy- 
makers and  economists  alike. 

Berle,  a corporate  lawyer,  and 
Means,  an  economist,  provided  a 
mountain  of  empirical  evidence  to 
“prove”  what  scholars  such  as 
Thorsten  Yeblen  and  William  Z.  Ripley 
had  observed  and  what  corporate 
shareholders  and  boards  of  directors 
had  already  learned  from  experience. 
When  the  owners  of  an  enterprise  also 
manage  and  control  it,  their  interest  in 
maximizing  their  personal  wealth  and 
income  is  generally  congruent  with  the 
effective  management  of  the  enterprise. 
But  when  ownership  (usually  in  the 
form  of  shareholding  in  modern  corpo- 
rations) is  separated  from  control,  the 
congruence  of  personal  and  business 
interests  could  easily  disappear.  As  the 
authors  put  it  in  an  oft-cited  passage: 

If  we  are  to  assume  that  the  desire 
for  personal  profit  is  the  prime 
force  motivating  control,  we  must 
conclude  that  the  interests  of  con- 
trol are  different  from  and  often 
radically  opposed  to  those  of 
ownership;  that  the  owners  most 
emphatically  will  not  be  served  by 
a profit-seeking  controlling  group. 
In  the  operation  of  the  corpora- 
tion, the  controlling  group  |i.e., 
executive  managers],  even  if  they 
own  a large  block  of  stock,  can 
serve  their  own  pockets  better  by 
profiting  at  the  expense  of  the 
company  than  by  making  profits 
for  it. 


THE  MODERN 
CORPORATION  l 
AND  PRIVATE 
PROPERTY 


There  tn*y  have  been  « better  book  than  this 
published  in  1952,  but  1 did  not  see  it. 

—STUART  CHASE  to  Tk#  Sam-  tUfmUm. 
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By  ADOLF  A.  BERLE,  Jr., 
and  GARDINER  C.  MEANS 

MM  V 1--  I'M.,  t 


The  separation  of  ownership  and  con- 
trol of  corporate  assets  was  actually 
subordinate  to  the  larger  concern  of 
The  Modern  Corporation.  Published 
in  the  darkest  year  of  the  Great 
Depression,  the  book  was  primarily 
about  what  the  authors  saw  as  the 
inexorable  concentration  of  the 
nation’s  productive  assets  in  the  hands 
of  a few  powerful  corporations.  Its 
most  telling  observation  was  that  loo 
corporations  already  accounted  for 
nearly  half  of  all  Americans’  corporate 
wealth,  and  the  trend  toward  even 
greater  concentration  was  proceeding 
apace.  This  in  turn  implied  that  power 
was  concentrating  in  the  hands  of  “a 
few  hundred  men,”  namely  the  execu- 
tives who  led  those  corporations, 
executives  who,  by  the  way,  did  not 
have  to  own  a single  share  in  the  com- 
panies they  controlled. 

Consolidation  of  corporate  assets 
into  effective  control  of  a few  execu- 
tives, whose  power  was  unchecked 
even  by  their  owners , had  broad 
implications  for  the  future  of  the 
American  economy.  If  control  of  the 
nation’s  private  assets  had  passed  from 
owners  and  the  market  to  managers 
and  their  administrative  decisions, 
then  the  modern  world  had  traveled  a 
far  distance  from  the  world  of  Adam 
Smith.  If  so,  what  would  happen  to  the 


competitive,  entrepreneurial  society 
that  was  America? 

In  fact,  Berle  and  Means’s  discussion 
of  corporate  concentration  and  man- 
agerial power  was  deeply  flawed.  The 
book  was  immediately,  and  rightly, 
assailed  by  scholars  for  conceptual 
problems  (especially  with  respect  to  the 
matter  of  “control,”  which  the  authors 
never  defined  with  any  precision),  and 
for  faulty  statistical  methods  (including 
a fundamental  “selection  problem”  in 
their  sample  of  200  companies  — a 
melange  of  industrials,  public  utilities 
and  railroads).  As  the  business  histo- 
rian Thomas  McCraw  later  pointed 
out,  decentralizing  and  competitive 
forces  m the  corporate  economy  were 
then,  as  now,  as  powerful  as  centraliz- 
ing and  monopolistic  tendencies.  Many 
of  the  companies  they  studied  would  in 
fact  fail  during  the  Depression,  opening 
the  market  for  new  entrants.  Moreover, 
Berle  and  Means  did  not  recognize  the 
constraining  forces  that  bankers  and 
investment  funds  placed  on  managers; 
nor  did  they  recognize  the  countervail- 
ing forces  of  government,  labor  and 
public  opinion.  Still,  the  core  con- 
tention of  The  Modern  Corporation  — 
that  extraordinary  power  was  vested  in 
a few  corporate  leaders  — rang  loud 
and  true  during  the  conspiratorial 
atmosphere  of  the  Great  Depression. 

Berle  and  Means  had  no  easy  pre- 
scriptions to  alleviate  the  problems 
they  identified.  The  facts  as  they  saw 
them  were  just  the  facts  of  modern 
life.  A lengthy  discussion  devoted  to 
legal  remedies  ends  in  resignation:  the 
law  simply  did  not  have  “at  its  com- 
mand the  tools  adequate  to  meet  the 
situation....  |A|  stockholder’s  right  lies 
in  the  expectation  of  fair  dealing 
rather  than  in  the  ability  to  enforce  a 
series  of  supposed  legal  claims.”  By 
logical  extension,  the  rights  of  society 
were  similarly  footed  on  the  slender 
reed  of  “fair  dealing.” 

In  its  concluding  chapter.  The  Mod- 
ern Corporation  posed  a radical  alter- 
native to  existing  assumptions  about 
corporate  rights  and  control.  The  very 
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nature  of  the  corporation  and  its  role 
in  society  could  be  reconstructed,  the 
authors  said.  Shareholders,  after  all, 
had  already  effectively  “surrendered 
the  right  that  the  corporation  should 
be  operated  in  their  sole  interest...” 

But  did  that  mean  the  corporation 
by  default  should  operate  for  the  ben- 
efit of  their  managers?  Not  at  all. 
“The  control  groups  [managers]  have 
rather  cleared  the  way  for  the  claims 
of  a group  far  wider  than  either  the 
owners  or  the  control.  They  have 
placed  in  the  community  a position  to 
demand  that  the  modern  corporation 
serve  not  alone  the  owners  or  the  con- 
trol but  all  society.” 

This  was  a profound  restatement  of 
the  nature  and  role  of  the  corporation, 
and  its  radical  implications  were  not 
lost  on  contemporary  corporate  lead- 
ers. But  their  credibility,  which  had 
been  riding  high  before  the  Depression, 
was  in  fact  much  diminished.  Just  how 
diminished  was  illustrated  by  General 
Motor’s  ill-advised  move  to  have  the 
book’s  publication  suppressed,  which 
served  only  to  draw  more  attention  to 
it,  enhance  its  reputation,  and  increase 
its  sales. 

Berle  and  Means  became  advisors 
to  the  Franklin  Roosevelt  administra- 
tion. Even  though  Berle  in  particular 
had  limited  faith  in  public  regulation, 
The  Modern  Corporation  would  have 
great  impact  on  public  policy,  stimulat- 
ing antitrust  advocates  in  the  Justice 
Department  and  justifying  the  spate  of 
New  Deal  corporate  and  financial 
market  regulation  that  was  to  come. 
Years  later,  the  book  would  continue 
to  shape  views  about  corporate  size, 
power,  and  shareholder  rights. 

As  the  book  passed  into  the  world 
of  scholarly  exegesis,  it  served  to 
authenticate  both  liberal  and  conser- 
vative economic  arguments.  On  the 
liberal  side  of  the  spectrum,  The  Mod- 
ern Corporation  was  mined  for  its  dis- 
cussion of  corporate  power  to  justify  a 
pluralistic  view  of  the  corporation, 


one  in  which  corporate  managers 
stood  in  the  nexus  of  a variety  of 
stakeholders  — not  just  shareholders 
but  also  suppliers,  customers,  workers, 
communities,  and  the  public  at  large. 
In  the  longer  run,  though,  Berle  and 
Means’s  emphasis  on  corporate  power 
would  fade  in  its  influence,  while  their 
argument  about  the  diminished  power 
of  shareholders  would  become  more 
important.  More  conservative  econo- 
mists would  help  make  sure  of  it. 

Why  was  that?  At  one  level, 
changes  in  the  environment  took 
hold.  Though  concerns  about  concen- 
trations of  corporate  power  remained 
very  much  alive  among  policymakers 
and  some  economists  well  after  World 
War  II,  the  issue  became  gradually 
less  salient.  By  the  mid-1970s,  the 
onset  of  competition  from  Japan  and 
Europe  (having  recovered  from  the 
ravages  of  World  War  II)  laid  bare  the 
erosion  of  American  capabilities  in 
everything  from  automobiles  and 
steel,  to  consumer  electronics  and 
household  appliances. 

New  technologies  and  foreign  com- 
petition were  sweeping  away  old  bas- 
tions of  corporate  power.  The  equity 
values  of  once-great  American  compa- 
nies were  flat  or  declining  in  a mostly 
stagnant  stock  market.  American  econo- 
mists and  policymakers  increasingly 
worried  whether  even  the  largest  U.S. 
corporations  were  strong  enough  to 
compete  in  an  increasingly  competitive 
world  economy.  Deregulation,  not  more 
regulation,  became  the  order  of  the  day. 

In  this  environment,  Berle  and 
Means’s  observation  about  the  perils 
of  managerial  opportunism  took  on 
new  significance.  The  managers  of 
leading  firms  in  mature  industries 
came  under  attack.  The  new  critique 
of  management  went  as  follows.  The 
executives  of  the  nation’s  faltering 
companies  had  come  to  regard  their 
posts  as  sinecures,  tended  to  act 
bureaucratically,  favoring  routine  over 
change,  growth  over  efficiency,  even 
as  they  invested  in  non-productive 
projects  such  as  conglomerate  merg- 


ers, built  monumental  corporate 
offices,  and  granted  themselves 
perquisites  that  had  little  to  do  with 
improving  corporate  wealth.  Neither 
managerial  incompetence  nor  oppor- 
tunism could  be  effectively  challenged 
by  aggrieved  shareholders. 

Corporate  boards  had  long  been 
beholden  to  the  CEOs  that  selected 
their  members.  Proxy  battles  were 
almost  always  settled  in  favor  of 
entrenched  management.  The  legal 
doctrine  known  as  “the  business 
judgment  rule”  served  only  to  shield 
managers  from  charges  of  malfea- 
sance. Unhappy  shareholders  had  lit- 
tle recourse  but  to  sell  out,  which  in 
itself  did  nothing  to  improve  corpo- 
rate performance.  No  regulations 
existed  or  were  likely  to  be  imposed 
to  remedy  the  chronic  imbalance  of 
power  between  owners  of  corporate 
assets  and  the  managers  who  effec- 
tively controlled  them. 

It  was  in  this  environment  that 
more  conservative,  “neo-classical” 
economists  took  control  of  the  Berle 
and  Means  legacy.  For  them,  it  was 
not  the  power  of  corporations  but 
rather  the  agency  problem  that  really 
mattered.  And  so,  even  as  economists 
continued  to  criticize  The  Modern 
Corporation  for  its  analytical  and 
methodological  shortcomings,  the 
book  was  dusted  off,  republished,  and 
took  on  new  life. 

Among  the  more  influential  neo- 
classical scholars  in  the  advancement 
of  agency  theory  were  Henry  G. 
Manne  (writing  in  the  1960s)  and 
Michael  Jensen  and  William  Meckling 
(in  the  1970s).  In  their  view,  the 
defense  of  shareholder  rights  was 
completely  congruent  with  the  public 
interest.  Maximizing  shareholder 
value  meant  maximizing  efficiency, 
which  meant  maximizing  social  wel- 
fare. Welcome  back,  Adam  Smith. 

They  appropriated  the  agency 
problem  as  Berle  and  Means  had 
defined  it  to  their  own  arguments  in 
favor  of  market-based  solutions.  They 
reasoned  that  if  the  stock  market  were 
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allowed  to  work  without  restrictions, 
then  poorly  performing  managers 
would  be  disciplined  or  replaced  by 
outsiders  in  an  unfettered  market  for 
corporate  control. 

This  proved  to  be  a useful  idea  in 
practice.  By  the  mid-1980s,  the  emer- 
gence of  the  modern  “takeover  market" 
— in  the  form  of  buyouts,  corporate 
raids  and  even  friendly  mergers  fueled 
bv  modern  techniques  of  debt  financing 
— seemed  to  have  the  desired  effect  of 
bringing  managerial  and  shareholder 
interests  into  closer  alignment  than  they 
had  been  for  decades. 

The  market  for  corporate  control 
would  become  a permanent  feature  of 
American  economic  life.  Corporate 
executives,  in  the  meantime,  became 
more  willing  to  do  to  their  own  com- 
panies what  “outsiders”  would  do  if 
they  took  control.  The  control  of 
share  ownership  shifted  markedly 
away  from  corporate  mangers  to  the 
managers  of  pension  and  mutual 
funds,  who  represented  a growing 
multitude  of  “passive"  investors,  or 
even  to  such  concentrated  “active” 
investment  groups  as  private  equity 
funds,  Berkshire  Hathaway,  and  the 
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porate managers. 

Corporate  executives  were  also 
more  likely  to  become  shareholders  in 
their  companies.  Profitability  replaced 
growth  as  the  mark  of  managerial 
achievement.  Boards  of  directors  were 
more  willing  to  fire  underperforming 
CF.Os,  a practice  that  became  com- 
monplace by  the  end  of  the  century. 
And  they  were  more  likely  to  have 
significant  personal  investments  in  the 
stock  of  their  companies,  most  often  via 
options,  on  the  premise  that  it  helped 
align  their  interests  with  those  of  all 
shareholders.  The  agency  problem,  it 
seemed,  had  finally  been  resolved  by 
the  logic  of  the  market. 

Or  had  it?  The  market  solution 
proved  less  than  perfect.  Since  the 
1 980s,  many  corporate  executives  have 
continued  to  engage  in  self-seeking 
behavior  and  unproductive  empire 
building.  Others,  in  efforts  to  boost 
their  own  compensation  have  entered 
into  ill-advised  mergers,  restructurings, 
and  even  accounting  fraud  simply  to 
pump  up  share  prices  and  option  val- 
ues in  the  short  term.  In  such  cases  the 
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liberal  use  of  executive  stock  options  to 
align  managers  and  shareholders  had 
the  opposite  effect.  Nonetheless,  the 
dramatic  rise  of  stock  prices  and  the 
measurable  improvement  in  the  pro- 
ductivity and  profitability  of  U.S.  com- 
panies since  the  1980s  is  a very  real 
outcome  of  the  ongoing  dynamics  of 
the  market  for  corporate  control.  It 
was  not  what  either  Berle  or  Means 
would  have  predicted,  but  it  is  very 
much  tied  to  their  legacy. 

Like  all  books.  The  Modern  Corpo- 
ration and  Private  Property  was  writ- 
ten in  a specific  context,  in  a particular 
time  and  place,  and  its  relevance  for 
our  own  time  is  limited.  And  yet  the 
book  matters  today  for  the  rare  and 
simple  reason  that  it  so  persuasively 
articulates  an  abiding  problem  of 
economic  life,  the  agency  problem. 
That  is  why  it  is  worth  celebrating 
the  75th  anniversary  of  Berle  and 
Means's  still  largely  unread  but  unde- 
niably influential  work.  Ha 
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NO  CASH  , NO  PROBLEM 

CREDIT  AND  THE  U.S.  AUTOMOBILE  MARKET 
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By  Sally  H.  Clarke 


Perhaps  the  most  famous  marketing 
battle  of  the  20th  century  pitted  Gen- 
eral Motors  (GM)  against  the  Ford 
Motor  Company.  The  battle  dated  to 
the  start  of  the  1920s,  a time  when 
Henry  Ford's  Model  T claimed  half  of 
all  automobile  sales.  GM,  by  contrast, 
had  nearly  gone  bankrupt  at  the  start 
of  the  decade  and  claimed  less  than  a 
1 5 percent  share  of  the  market.  Within 
a few  vears,  their  fortunes  had  changed 
as  GM’s  Chevrolet  brand  eclipsed  the 
Model  T.  Indeed,  by  1927,  the*  compe- 
tition forced  Henry  Ford  to  give  up  on 
his  beloved  vehicle  for  the  masses  and 
shut  down  production. 

What  explained  Chevy’s  success? 
There  was  no  denying  that  Ford  was 
the  low  cost  producer.  Thanks  to  his 
assembly  line,  the  price  of  a Model  T 
had  fallen  to  less  than  $300.  Bur  the 


marketing  battle  taught  observers  that 


low  prices  did  not  alone  sell  cars. 
Although  Ford  had  been  innovative 
with  his  production  technology,  he 
proved  shortsighted  in  other  regards. 
Fie  was  reluctant  to  invest  in  the  mod- 
ern research  laboratory;  he  frowned 
on  styling;  and  he  opposed  the  use  of 
installment  credit.  GM,  led  by  Alfred 
P.  Sloan,  Jr.,  invested  in  all  of 
these  activities.  Chief  among 


them  was  credit  financ- 
ing. In  1919,  company 
II  officers  created  the 


General  Motors  Acceptance  Corpora- 
tion (GMAC),  and  during  the  i9^os 
roughly  half  of  all  cars  were  sold  with 
credit  financing.  Buyers  paid  a higher 
price  for  a Chevrolet  than  a Ford,  but 
many  consumers  were  using  their  old 
car  as  a down  payment  and  taking  out 
a loan  to  pay  the  remainder  of  the 
price  in  low  monthly  installments. 

The  storv  of  credit  did  not  end  with 
the  Ford-GM  battle  of  the  1920s. 
Credit  financing  is  critical  to  any  his- 
tory of  how  the  automobile  became  a 
daily  necessity  for  the  vast  majority  of 
American  families.  When  did  the  auto 
become  indispensable?  The  change 
can  be  dated  to  the  20  years  following 
World  War  11.  Whereas  nearly  half  of 
families  did  not  own  an  auto  at  the 
end  of  the  war,  by  1965  roughly  80 
percent  of  households  owned  at  least 
one  car  and  a quarter  possessed  two 
or  more  vehicles. 

What  stands  our  most  about  this 
historical  era  is  Americans’  prosperity. 
Compared  to  other  industrialized 
countries,  which  were  rebuilding  after 
World  War  11,  the  U.S.  enjoyed 
unprecedented  levels  of  productivity 
and  a remarkable  standard  of  living.  It 
would  be  easy  to  make  the  next  logical 
step  and  attribute  the  auto  market’s 
expansion  to  Americans  higher 
incomes.  But  what  this  account  misses 
is  the  relationship  between  Americans 
incomes  and  the  prices  of  consumer 
goods.  While  family  incomes  rose,  the 
price  of  cars  rose  even  faster.  I he  price 
of  a Chevrolet,  for  example,  rose 
nearly  twice  as  fast  as  increases  in 
income  between  the  late  1920s  and 
the  early  1950s.  For  the  remainder  of 
the  decade,  car  prices  kept  pace  with 
gains  in  families’  incomes. 

It  is  important  to  note  that  auto- 
mobiles counted  for  a large  share  of 
Americans’  budgets.  Based  on  data 
from  the  Bureau  of  Labor  Statistics, 
automobiles  accounted  for  almost  20 
percent  of  family  budgets  during  this 
era.  The  figures  varied  such  that  fami- 
lies with  large  incomes  devoted  a 
smaller  share  of  their  expenses  to  cars 


and  families  with  small  incomes 
devoted  a larger  share  of  their  budgets 
to  cars.  Given  the  financial  burden  of 
owning  a car,  one  might  wonder 
whether  automobile  manufacturers 
could  have  sold  small  vehicles  in  keep- 
ing with  many  Americans  smaller 
budgets.  But  this  did  not  happen.  By 
the  time  the  VW  Bug  became  popular, 
the  automobile  market  had  matured, 
and  U.S.  automakers  sold  large, 
expensive  vehicles. 

According  to  Federal  Reserve  surveys 
as  reported  in  The  People  Buying  New 
Automobiles  Today  (1955)?  most  new 
cars  were  sold  to  the  richest  third  of  the 
population.  These  new  car  owners  kept 
their  vehicles  for  about  three  years 
before  trading  them  in  for  new  models. 
Their  trade-ins  provided  the  used  cars 
that  cascaded  to  families  further  down 
the  income  ladder. 

In  contrast  to  the  1920s  when  auto 
prices  fell  as  the  market  expanded, 
during  the  1950s  auto  prices  rose. 
Automakers  counted  on  dealers  to  sell 
vehicles,  yet  dealers  faced  a problem. 
Their  obvious  strategy  was  to  turn  to 
credit  financing,  but  they  confronted 
credit  regulations  maintained  by  the 
Board  of  Governors  of  the  Federal 
Reserve  System. 

Under  Executive  Order  8843,  issued 
on  August  9,  1941,  the  Fed  established 
restrictions  on  the  maximum  length  of 
maturities  as  well  as  the  minimum  down 
payment  for  various  goods  (Regulation 
W).  In  the  case  of  automobiles,  buyers 
were  required  to  make  a down  pay- 
ment of  one-third  of  the  purchase  price 
and  pay  off  the  loan  within  1 8 months 
(later  modified  to  15  months).  As 
reported  in  the  Fed's  study,  Consumer 
Instalment  Credit  (1957),  controls 
went  into  effect  in  September  1941  and 
were  removed  in  November  1947.  But 
with  the  “inflation  threat”  looming. 
President  Harry  Truman  proposed  new 
controls,  and  Regulation  W went  back 
into  operation  from  September  1948 
through  June  1949. 

Its  third  and  last  period  of  opera- 
tion came  with  the  Korean  War. 
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Under  the  Defense  Production  Act, 
the  Fed  again  regulated  consumer 
credit  markets  from  September  1950 
through  May  1952,  and  for  the 
period  from  October  16,  1950 

through  May  7,  1952,  the  restrictions 
were  stiff:  the  Fed  continued  to 
require  the  down  payment  equal  to  a 
third  of  the  purchase  price  (in  cash  or 
trade-in),  and  it  restricted  maturities 
on  car  loans  to  15  or  18  months. 

Dealers  protested  the  second  and 
third  phases  of  the  regulation.  People 
do  not  normally  think  of  Americans 
lobbying  the  Fed,  but  dealers  sent 
hundreds  of  letters  complaining  that 
the  regulation  should  be  relaxed  or, 
better  still,  dismantled.  The  dealers 
took  particular  aim  at  the  distribu- 
tional consequences  of  the  restric- 
tions on  the  size  of  down  payments 
and  maturities. 

In  December  1948,  a dealer  from 
Salem,  Oregon,  wrote:  “Our  lowest 
priced  new  car  is  $2,594  and  Regula- 
tion W in  its  present  form  eliminates 
at  least  50  percent  of  our  prospective 
buyers  and  therefore  makes  it  impossi- 
ble for  us  to  make  sufficient  sales  to 
remain  in  business.” 

Another  dealer  wrote  that  in  his 
farming  district,  someone  “does  not 
buy  a car  for  pleasure -but  to  go  to 
work  and  earn  a livelihood.”  Fie  pro- 
posed extending  the  maturity  on  auto 
loans  from  18  “to  at  least  24  months.” 
Again  in  1951  and  1952,  dealers 
protested  Regulation  W.  A Chrysler 
dealer  complained,  “Regulation  W cre- 
ated class  buying”  since  it  “discrimi- 
nates against  the  majority  of  the  peo- 
ple.” They  need  auto  transport  but  “are 
unable  to  meet  the  drastic  and  limited 
monthly  terms.  Thus,  such  persons  can- 
not improve  their  transportation.”  Reg- 
ulation W,  he  added,  “hit  the  automo- 
bile business  very  hard”  and  the  dealer 
complained  that  he  and  others  might 
well  be  “squeezed”  out  of  the  market. 

A California  dealer  repeated  this 
basic  point:  “Regulation  W discrimi- 
nates against  the  working  man  whom 
it  is  supposed  to  protect,  because  it 
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permits  only  people  of  means  or  with 
high  incomes  to  purchase  new  cars, 
due  to  the  high  monthly  payments 
required.”  By  extension,  the  dealer 
fretted:  “Regulation  W works  a 
tremendous  hardship  on  automobile 
dealers  and  their  employees  because  of 
their  inability  to  sell  cars  under  its 
restrictive  terms.”' 

In  1952,  a Fed  official  in  Houston 
observed  that  dealers  for  the  most  part 
understood  the  goal  of  limiting  infla- 
tion. He  had  advised  retailers  “that 
there  was  no  injustice  done  with  Regu- 
lation W when  automobiles  were  in 
short  supply  and  you  could  sell  all  you 
could  get  without  any  extended  terms. 
On  both  these  points  most  everyone 
agreed.  However,  they  [the  dealers] 
bring  out  the  fact  that  automobiles  are 
no  longer  in  short  supply  and  the  high 
prices  that  cars  are  now  being  sold  for 
makes  it  difficult  to  sell  them  on  the  pre- 
sent market  with  this  limiting  control.” 


The  official  added:  “As  it  now  stands,  I 
can’t  help  but  agree  with  them.” 

In  other  words,  the  shift  from  a 
seller’s  to  a buyer’s  market  had  put 
dealers’  own  prosperity  at  risk.  Writing 
in  February  1952,  the  president  of 
Willys-Overland  Motors,  Inc.  observed 
that  the  “take-home  price  of  the  lowest 
priced  automobile  today  is  in  the  neigh- 
borhood of  $2,000,  approximately 
double  what  it  was  at  the  end  of  the 
war,  and  nearly  three  times  what  it  was 
before  the  war.”  Under  the  new  pricing 
conditions,  he  explained,  many  families 
could  not  cover  the  entire  down  pay- 
ment, and  even  if  they  could,  their 
monthly  payments  of  “approximately 
$70  a month”  would  be  too  much  for 
their  budgets.'1  Neither  writer  asked 
why  auto  prices  had  risen  relative  to 
Americans’  incomes. 

In  other  words,  rather  than  fault 
the  credit  restrictions,  dealers  or 
managers  could  have  asked  why 
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manufacturers  had  not  established  a 
different  price  ladder  of  brands  such 
that  the  price  of  new  vehicles  better 
matched  the  distribution  of  Ameri- 
cans’ incomes,  obviating  the  need  of 
larger  loans  with  longer  maturities. 

The  Fed  lifted  Regulation  W in  the 
middle  of  1952.  The  next  year  the 
economy  dipped  into  a recession,  but 
it  revived  in  late  1954.  With  the  eco- 
nomic rebound  in  1955,  the  volume  of 
installment  credit  expanded  sharply. 
The  increase  so  captured  Americans' 
attention  that  President  Eisenhower 
requested  Fed  officials  to  investigate 
credit  markets.  Wanting  to  determine 
whether  installment  credit  had  a 
destabilizing  influence  on  monetary 
policy  or  the  economy,  the  Fed  con- 
ducted a four-part  study,  published  as 
Consumer  Instalment  Credit , paying 
special  attention  to  automobile  paper. 

In  its  sections  on  credit  regulation 
and  again  in  part  111,  “Views  on  Regu- 
lation," the  Fed  recounted  the  various 
objections  to  credit  controls,  including 
dealers'  complaints  about  the  discrimi- 
natory consequences  of  minimum  down 
payments  and  maximum  maturities. 
Fed  officials  for  the  most  part  agreed 
with  these  complaints:  they  concluded 
that  the  limits  for  credit  controls  were 
felt  more  by  families  at  the  low  end  of 
the  income  distribution  (or  distribution 
of  liquid  assets)  rather  than  farther  up 
the  ladder. 

With  the  Fed’s  liberal  ization  of 
credit,  the  terms  of  automobile  loans 
became  far  more  generous.  According 
to  Geoffrey  H.  Moore  and  Philip  A. 
Klein,  in  The  Quality  of  Consumer 
Instalment  Credit  (1967),  whereas  in 
the  1 920s,  automobile  loans  typically 
required  a down  payment  of  one-third 
the  purchase  price  and  the  loan  paid 
off  in  12  months,  by  the  late  1950s, 
the  size  of  down  payments  had  shrunk 
and  the  length  of  loans  had  doubled. 
By  the  mid-1960s,  the  terms  of  loans 
were  further  liberalized  with  most  loans 
repaid  over  more  than  30  months.  The 
liberalized  credit  helped  reduce  the 
automobile’s  financial  burden  on  a 


household  budget,  and  families  with 
smaller  incomes  or  fewer  financial 
assets  tended  to  take  out  loans. 

Credit  was  an  important  factor  in 
accounting  for  the  expansion  of  the 
automobile  market  to  families  at  the 
lower  end  of  the  income  distribution, 
bur  not  all  families  relied  on  it.  During 
the  postwar  years,  growing  numbers  of 
women  joined  the  workforce,  even 
those  with  children  under  school  age. 
As  Clair  Brown  has  reported  in  Gender 
m the  Workplace  ( 19H7),  between  1950 
and  1 960,  wives  with  children  under  six 
increased  their  participation  in  the 
workforce  from  12  to  19  percent,  and 
women  with  children  six  years  of  age  or 
older  increased  their  rates  from  zH  to  59 
percent.  By  1973,  33  percent  of  wives 
with  young  children  and  50  percent  of 
wives  with  children  of  school  age  were 
m the  workforce.  Thus,  women’s  added 
incomes  helped  to  purchase  big-ticket 
items,  and  offered  an  alternative  to 
credit  financing. 

Women  who  joined  the  workforce 
took  jobs  typically  segregated  along 
gender  lines.  The  segmentation  applied 
as  well  to  credit  markets.  Although 
dealers  pressed  their  case  for  easing 
credit  terms  so  as  not  to  discriminate 
on  the  basis  of  income,  neither  Fed 


officials  nor  retailers  questioned 
credit  discrimination  associated  with 
race,  age,  and  sex.  In  these  cases,  dis- 
crimination was  not  directly  linked 
to  the  Fed's  efforts  to  stabilize  the 
economy’s  performance  through 
restrictions  on  the  terms  of  credit. 
Rather,  the  discrimination  was  based 
on  lenders'  decisions  to  deny  credit 
to  certain  groups  of  consumers. 

For  these  numerous  consumers, 
credit  markets  did  not  change  until  the 
1 970s.  Testimony  before  hearings  to 
pass  the  19-4  Equal  Credit  Opportu- 
nity Act  (F1COA)  and  the  1976 
amended  act  brought  to  light  a long- 
standing climate  of  discrimination.  As 
recounted  in  the  National  Consumer 
Law  Center’s  Credit  Discrimination 
(2002),  the  acts  prohibited  credit  dis- 
crimination based  on  sex  or  marital 
status  as  well  as  race,  color,  religion, 
national  origin,  and  age.  As  one  exam- 
ple of  credit  reforms,  the  1974  ECOA 
banned  a common  practice  among 
creditors  whereby  they  required 
women  upon  marriage  to  close  our 
their  accounts  and  open  new  ones  in 
their  husbands’  names.  Thus,  unless 
married  women  bought  cars  with 
cash,  the  credit  for  the  purchase 
depended  on  their  husbands’  record. 
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Sharpstown 

Iexas  Slock  Fraud  and  Political  Housecleaning 

o 

By  Ron  Hunka 


Left  to  right:  Gus  Mutscher,  Preston  Smith,  President  Lyndon  B.  Johnson,  and  Ben  Barnes, 
August  17,  1970  at  “Gus  Mutscher  Day”  in  Brenham,  Texas. 


In  January  1971,  more  than  30  years 
before  the  Enron  scandal  broke  in 
Houston,  news  media  across  Texas 
disclosed  that  the  city  had  been  the 
site  of  a sensational  stock  manipula- 
tion scheme.  It  was,  perhaps,  more 
harmful  to  the  public  interest  than  the 
later  event  in  that  it  involved  officials 
at  the  highest  levels  of  Texas  govern- 
ment collaborating  with  a powerful 
Houston  financial  figure  for  personal 
gain.  Among  others  whose  careers 
were  ultimately  shattered  by  these 
events  were  the  governor,  the  lieu- 
tenant governor,  the  speaker  of  the 
house,  a former  attorney  general,  a 
state  banking  board  member  (who 
was  also  the  Texas  Democratic  party 
chairman),  and  a former  state  insur- 
ance commissioner. 

The  architect  of  the  fraud  was  a 
Houston  bank  owner,  life  insurance 
company  executive,  and  real  estate 
developer  named  Frank  Sharp.  The 
scheme  he  set  into  motion  achieved 
notoriety  as  the  Sharpstown  stock 
fraud  scandal.  Eventually,  it  resulted  in 
both  a Securities  and  Exchange  Com- 
mission (SEC)  suit  and  a state  criminal 
bribery  trial. 

Frank  Sharp’s  Rise 
to  Power  and  Prominence 

Born  in  1906  in  the  small  town  of 
Crockett,  Texas,  Frank  Sharp,  unable 
to  afford  a university  education, 
attended  business  college  in  Houston. 
There  he  studied  bookkeeping  and 
accounting.  After  renting  and  selling 
houses,  he  eventually  began  building 
them  and  became  a real  estate  devel- 
oper. All  told,  he  participated  in  the 


construction  of  nearly  30,000  houses 
and  apartments.  Sharpstown  was  his 
namesake  development  and  one  of  the 
first  master-planned  communities  in  the 
United  States  when  completed  in  1955. 

In  1 969,  following  a donation  of  a 
$3  million  piece  of  property  and 
another  $3  million  in  bequests  to  the 
Strake  Jesuit  Academy,  Sharp,  his 
family,  and  associates  were  invited  to 
the  Vatican  for  a private  audience 
with  the  Pope,  who  awarded  him  the 
title  of  “Founder”  of  the  Society  of 
Jesus.  Sharp  was  the  only  American 
Protestant  ever  to  be  so  honored. 
However,  from  1967  on,  he  had  car- 


ried out  a series  of  complex  transfers 
of  large  financial  sums  and  blocks  of 
stock  between  his  businesses  and  the 
Jesuit  school. 

Sharpstown  Shell  Game 

In  1968,  even  before  the  stock  fraud 
took  place,  the  FDIC  had  begun  inves- 
tigating loan  practices  at  the  Sharp- 
stown State  Bank,  Sharp’s  bank.  Later, 
it  was  disclosed  that  he  had  bugged 
the  offices  of  the  investigators. 

The  scheme  which  ultimately 
brought  Sharp  down  was  a plan  for 
increasing  the  capitalization  of  the 
Sharpstown  State  Bank  to  enhance 
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loan  profits.  For  two  years,  Sharp 
discussed  and  studied  potential 
changes  in  state  law  to  establish  a 
Texas  deposit  insurance  agency  that 
offered  coverage  on  deposits  of  up  to 
$100,000  in  state  chartered  banks. 
The  limit  of  FDIC  insurance  at  that 
time  was  $15,000.  Consultation  with 
financial  analysts  and  underwriters 
convinced  Sharp  that  such  a change 
would  double  the  deposits  in  stare 
chartered  banks.  Yet,  he  was  equally 
motivated  to  escape  the  scrutiny  of 
the  FDIC. 

At  the  Rice  Hotel  in  Houston  in 
July  1969,  Sharp  met  with  the  power- 
ful speaker  of  the  Texas  house  of  rep- 
resentatives, Gus  Mutscher.  Sharp  told 
him  that  the  larger  deposits  of  the  big 
banks  in  Texas  gave  them  an  unfair 
advantage  over  the  little  banks.  Without 
disclosing  his  problems  with  the  FDIC, 
he  suggested  that  a Texas  deposit 
insurance  agency  would  even  things 
out.  During  the  meeting,  Mutscher 
bemoaned  a recent  loss  in  the  stock 
market.  A stock  purchase  in  Sharp’s 
National  Bankers  Life  would  turn  a 
quick  profit.  Sharp  assured  him,  and 
the  necessary  capital  could  be  provided 
wi  th  an  unsecured  loan  from  his 
Sharpstown  bank.  Mutscher  assented. 

Later,  Sharp  extended  the  unse- 
cured loan  privileges  to  other  state 
officials.  After  the  stock  purchases 
were  complete.  Father  Michael  Ken- 
nelly,  head  of  the  Strake  Jesuit  Acad- 
emy, the  earlier  recipient  of  Sharp’s 
beneficence,  repurchased  the  stock 
from  them  on  September  11,  1969. 
lo  do  so,  he  used  a $1  million  profit 
from  the  sale  of  200,000  shares  in 
the  Sharpstown  State  Bank  to 
National  Bankers  Life,  managed  by 
former  state  insurance  commissioner, 
John  Osorio. 

From  the  stock  sale.  Governor  Pre- 
ston Smith  realized  a $60,000  gain.  His 
associate  and  chairman  of  the  Texas 
Democratic  party.  Dr.  Elmer  Baum, 
took  home  another  $60,000.  Gus 
Mutscher  and  his  father  divided 
$75,000,  and  two  Mutscher  allies,  state 


representatives  Tommy  Shannon  and 
Rush  McGinty,  earned  $30,000  apiece. 
Although  seemingly  small  amounts  by 
Enron  standards,  state  representatives, 
including  the  speaker,  had  an  annual 
salary  then  of  only  $4,800. 

Earlier,  on  September  5,  four  days 
before  the  end  of  the  legislature’s  spe- 
cial session,  Gus  Mutscher  had  intro- 
duced Sharp's  legislation  as  house 
bills  72  and  73.  On  September  7, 
Governor  Preston  Smith,  consistent 
with  his  authority,  had  authorized 
their  consideration. 

The  bills  quickly  passed  the  house 
and  went  to  the  senate.  The  hastily 
considered  bills  cleared  the  senate, 
something  in  which  Lieutenant  Gov- 
ernor Barnes,  the  presiding  officer, 
apparently  played  no  inappropriate 
role.  The  only  remaining  step  for  the 
bills’  becoming  law  was  the  gover- 
nor's signature.  However,  there  they 
encountered  difficulty. 

Since  Sharp’s  bills  were  not  in  the 
interest  of  the  state's  big  bankers.  Gov- 
ernor Smith  came  under  late  pressure 
from  former  Governor  Allan  Shivers, 
who  had  became  a powerful  banker. 
He  persuaded  Smith  to  veto  the  bills, 
which  he  did  on  September  29. 

Tilings  I all  \|>art 

For  the  next  1 5 months,  the  stock 
manipulation  seemed  forgotten.  Then, 
on  January  19,  1 97 1 , the  SEC  filed  a 
lawsuit  naming  Frank  Sharp,  John 
Osorio,  former  Attorney  General  Wag- 
goner C arr,  Osorio’s  partner  in  a Dallas 
bank  buyout,  and  Joe  Novotny,  presi- 
dent of  the  Sharpstown  bank,  among 
others,  along  with  12  Sharp  corpora- 
tions, including  the  Sharpstown  State 
Bank,  and  National  Bankers  Life.  The 
suit  was  a bombshell. 

On  the  following  day,  news  cover- 
age across  Iexas  resulted  in  a run  on 
the  Sharpstown  State  Bank,  where 
Si  5 million  in  deposits  were  quickly 
withdrawn.  The  doomed  bank  was 
dosed  on  January  25  and  placed 
under  the  receivership  of  the  FDIC. 

Eventually,  Frank  Sharp  pled  guilty 


to  two  violations  of  federal  banking 
and  security  laws.  In  return  for  his 
testimony  against  his  associates,  he 
was  sentenced  to  three  years’  proba- 
tion and  a $5,000  fine  on  two  counts 
of  criminal  information.  His  life  as  a 
financial  high  roller  disintegrated. 

In  September  of  1971,  in  U.S.  Dis- 
trict Court  in  Dallas,  Judge  Sarah 
Hughes  issued  an  injunction  which  pro- 
hibited any  of  the  defendants  in  the  SEC 
suit  from  engaging  in  further  fraudulent 
trading  of  stocks  in  violation  of  the 
Securities  Act  of  1933.  An  SEC  memo 
in  support  of  the  suit  had  characterized 
the  Sharp  empire  as  follows,  “The  facts 
establish  that  these  companies  were 
used  as  nothing  more  than  a vehicle  for 
the  enrichment  of  the  promoters,  with  a 
complete  disregard  for  any  potential 
harm  to  the  public.” 

After  the  SEC  trial,  Waggoner  Carr 
and  John  Osorio  were  virtually  ruined 
financially  and  professionally.  For  the 
use  of  the  pension  fund  of  National 
Bankers  Life  to  buy  the  company's 
stock  at  inflated  prices,  Osorio  made  a 
plea  bargain  and  served  six  months. 

Though  not  named  in  the  SEC  suit, 
Gus  Mutscher  and  his  lieutenants 
also  faced  retribution.  In  the  house, 
Mutscher  came  under  attack  by  a 
maverick  group  of  30  state  represen- 
tatives, the  so-called  “Dirty  Thirty,” 
liberals  and  conservatives  alike,  whose 
efforts  kept  the  Sharpstown  affair  in 
the  public  eye.  On  May  31,  1971,  the 
final  day  of  the  legislative  session, 
Mutscher  had  lost  the  necessary 
pledges  to  remain  speaker.  Politically, 
lie  was  finished. 

In  September  1971,  for  conspiracy  to 
accept  a bribe,  Mutscher,  Shannon,  and 
McGinty  were  indicted  in  Austin  by  the 
Travis  County  district  attorney.  When 
their  trial  was  moved  to  Abilene,  they 
were  dubbed  “the  Abilene  Three.”  Pre- 
ston Smith,  who  had  vetoed  Sharp’s  leg- 
islation, was  labeled  as  an  unindicted 
co-conspirator  during  the  trial  by  the 
district  attorney.  On  March  15,  1972, 
after  jury  deliberations  of  a little  over 
two  hours,  Mutscher  and  his  associates 
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were  found  guilty.  The  presiding  judge 
sentenced  them  to  five  years  probation. 

The  Summing  Up 

In  the  1972  statewide  elections,  two- 
term  Governor  Preston  Smith  was 
defeated,  garnering  about  eight  per- 
cent of  the  vote.  Lieutenant  Governor 
Ben  Barnes,  32  years  old,  the  man 
Lyndon  B.  Johnson  had  said  could  be 
the  next  president  from  Texas,  saw 
his  political  career  end  when  he  fin- 
ished third  in  the  governor’s  race. 
Approximately  half  the  membership 
of  the  house  was  either  voted  out  or 
did  not  run  again,  and  a higher  than 
average  number  of  senators  turned 
over.  The  Democratic  party  in  Texas 
suffered  a body  blow  from  which  it 
has  never  entirely  recovered. 

In  the  legislative  session  of  t973, 
lawmakers  passed  a series  of  reforms 
in  which  state  officials  were  required 
to  disclose  their  sources  of  income  and 
reveal  more  about  their  campaign 
finances.  Most  governmental  records 
were  opened  to  the  public,  and  further 
open  meetings  requirements  for  pol- 
icy-making agencies  were  established. 
New  disclosure  rules  were  passed  for 
paid  lobbyists. 

After  the  scandal,  Frank  Sharp  main- 
tained a low  profile.  His  financial  losses 
were  more  than  $120  million.  He  died 
in  Houston  in  1993. 


Preston  Smith  returned  to  business 
and  civic  activities  in  Lubbock.  He 
died  in  2003. 

Ben  Barnes  went  into  a real  estate 
partnership  with  former  Texas  Gover- 
nor John  Connally.  During  a 1987  real 
estate  bust,  they  went  bankrupt.  In 
1997,  after  becoming  a successful  lob- 
byist, Barnes  accepted  a $23  million 
buyout  of  his  lucrative  contract  with 
Gtech,  the  Texas  lottery  subcontractor. 

In  September  2000,  John  Osorio, 
the  only  person  to  serve  time  in  the 
Sharpstown  scandal,  and  a girlfriend 
won  $60  million  in  the  Texas  lottery. 
It  was  the  largest  Texas  lottery  ever 
won  by  a single  ticket.  BD 
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Notes 

i We  use  “crash"  to  suggest  a sharp  decline 
in  stock  prices;  “panic"  refers  to  a run  on 
a bank  that  is  inconsistent  with  economic 
reality,  the  ability  of  a bank  to  meet  with- 
drawals. These  terms  are  imprecise, 
though  experts  then  and  now  use  these 
terms  to  describe  the  events  of  190-. 

ii  Wicker  (zooo),  pp.  86-8’. 


iii  The  concept  of  a “perfect  storm,”  or 
convergence  of  large  forces,  was  pop- 
ularized in  Sebastian  Junger’s  book  by 
the  same  name  (New  York:  W.  W. 
Norton,  1997). 

iv  See  Donaldson  (199Z),  Calomiris  and 
Gorton  (199Z),  and  Mishkin  (1991). 

v This  figure,  cited  in  Sprague  (1908),  p. 
358,  includes  savings  banks. 

vi  See  Ranciere,  Tornell,  and  Westermann 
(2.005). 

vii  See  Gorton  and  Huang  (zooz). 

\ iii  Friedman  and  Schwartz  (1963),  p. 
’99,  report  that  banks  were  relatively 
highly  levered  in  1907  compared  to 
previous  years.  The  ratio  of  deposits 
to  bank  reserves  reached  8.87  in  June 
1907,  compared  to  a ratio  of  6.8  in 


June  1900  and  5.54  in  June  1897. 

ix  Bordo  and  Meissner  (Z005),  p.  1, 
report  that  “more  foreign  currency 
debt  leads  to  a higher  chance  of  having 
a debt  crisis  or  a banking  crisis.” 

x See  Gorton  and  Huang  (zooi). 

xi  Innovations  in  the  design  of  financial 
institutions  continue  to  be  a source  of 
concern,  as  recent  debates  about  hedge 
funds  have  shown. 

xii  Calomiris  and  Gorton  (1991),  Friedman 
and  Schwartz  (1963),  and  Sprague 
(1910)  contend  that  “real  disturbances” 
cause  erosion  of  trust  in  the  banking  sys- 
tem and  are  the  precursors  to  panics. 

xiii  See  Wicker  (zooo)  and  Tallman  and 
Moen  (1995). 
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Speaking  before  19-4  hearings  on 
consumer  finance,  Barbara  Jordan, 
Representative  from  the  state  of 
Texas,  recalled  that  Will  Rogers  had 
found  a “solution  for  traffic  jams: 
keep  every  car  off  the  road  until  it  was 
paid  for."  That  cure,  she  noted,  "illus- 
trates the  extent  to  which  our  econ- 
omy is  dependent  upon  credit.” 

Women  had  entered  the  segmented 
job  market  and  had  been  excluded 
from  consumer  credit  markets  at  a 
time  when  families  reallocated  their 
expenditures  and  purchased  automo- 
biles. Ironically,  the  very  significance  of 
automobiles  and  the  need  for  credit  to 
purchase  them  lent  support  for  women 
and  many  other  groups  of  consumers 
demanding  passage  of  the  KC.'OA. 
With  the  bill's  enactment,  a new  chap- 
ter opened  for  the  Fed:  through  a set  of 
policies  called  Regulation  B,  its  offi- 
cials sought  to  eliminate  numerous 
unfair  lending  practices. 

This  brief  history  makes  the  point 
that  credit  financing  has  been  critical 
to  the  automobile  market.  GM  demon- 
strated the  importance  of  credit  in  its 
competitive  battle  with  Henry  Ford's 
Model  T.  Automobile  dealers  lobbied 


the  Fed  during  the  early  1950s  to 
remove  restrictions  so  that  they  could 
liberalize  credit  financing.  The  new 
credit  terms  facilitated  the  sale  of  cars 
to  families  further  down  the  income 
ladder  and  thus  enabled  the  market  to 
expand  to  nearly  80  percent  of  U.S. 
households  by  1965.  But  creditors  also 
limited  access  to  credit  by  sex,  age,  and 
race.  In  19^4  Congress  intervened  to 
change  lending  practices,  thus  opening 
the  auto  market  to  vast  new  segments 
of  the  consuming  public.  HD 

Sally  Clarke  is  an  Associate  Professor 
of  History  at  tire  University  of  Texas  at 
Austin.  Phis  article  is  based  on  excerpts 
from  her  hook.  Trust  and  Power:  Con- 
sumers, the  Modern  Corporation,  and 
the  Making  of  the  United  States  Auto- 
mobile Market,  published  in  iooj  hy 
Cam  bridge  University  Press.  Pull  cita- 
tions to  information  contained  in  this 
article  may  he  found  in  Trust  and 
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Chairman,  Board  of  Governors, 
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Board  of  Governors,  December  16, 
1948,  both  in  Folder  50z.n1,  “Auto- 
mobiles - Pressure  Campaign  to  Per- 
mit Longer  Maturities,”  Box  Z3Z5;  H. 
W.  Robinson,  Harry  Sommers,  Inc.,  to 
Walter  F.  George,  no  date  [stamped 
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Secretary  Motor  Car  Dealers  Associa- 
tion of  Orange  County,  to  Board  of 
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Consumer  Durable  Goods  - Credit 
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Group  82,  National  Archives,  College 
Park,  MD. 
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tables  and  index;  no  photos,  no  maps 
Reviewed  by  Gregory  DL  Morris 

As  THE  EXPRESSION  goes,  there  is 
nothing  so  inevitable  as  an  idea 
whose  time  has  come.  The  wonder  of 
the  shipping  container  is  not  how 
quickly  it  swept  domestic,  then  inter- 
national trade,  and  finally  the  global 
supply  chain.  The  wonder  is  rather 
why  it  took  so  long  to  be  developed, 
why  it  took  the  single-mindedness  of 
one  truck  line  owner  to  make  it  a 
reality,  and  why  anyone  fought  to 
oppose  it. 

In  this  modest  volume  Marc  Levin- 
son attempts  to  give  the  unloved  and 
unlovely  box  container  its  due.  He 
succeeds  mostly  in  a workman-like 
fashion,  but  this  book  represents  a 
great  idea  only  fairly  well  executed.  It 


is  fair  and  balanced,  and  well 
researched.  Parts  of  it  are  entertaining, 
even  dramatic.  The  chapter  on  how 
cities  and  port  authorities  embraced 
or  rejected  the  potential  of  container- 
ized shipping  throws  human  insight 
and  folly  both  into  stark  contrast.  And 
the  chapter  on  how  longshoremen’s 
unions  on  the  different  coasts 
responded  to  the  threat  they  perceived 
in  the  box  container  is  a tight  and 
nuanced  delivery. 

Unfortunately  the  very  next  chapter 
is  an  enervating  slog  through  the 
global  standards  setting  for  containers 
and  equipment.  It  may  be  relevant, 
but  it  certainly  is  not  interesting,  and 
should  have  been  covered  in  a few  sen- 
tences. Plenty  of  other  patches  in  the 
book  also  get  bogged  down  in  minu- 
tia.  There  is  a blizzard  of  statistics 
throughout,  but  there  is  little  continu- 
ity of  terms.  The  point  seems  to  be  to 
prove  that  the  author  did  his  home- 
work, rather  than  to  show  a clear  pro- 
gression of  trends. 

There  are  tables,  but  they  are  so 
few  and  scattered  that  they  are  more 
clutter  than  they  are  enhancement. 
And  there  are  no  maps  or  photos. 
Levinson  is  at  pains  to  describe  intri- 
cately the  structure  of  containers,  the 
finer  points  of  connection  and  hoisting 
devices,  and  rail  and  truck  chassis.  In 
this  case  a few  pictures  would  literally 
have  been  worth  a few  thousand 
words.  And  who  does  not  like  to  look 
at  pictures  of  ships? 

Levinson  is  at  his  sardonic  best 
when  he  is  describing  the  agonizingly 
inefficient  and  usually  corrupt  method 
by  which  goods  moved  across  the 
ocean.  It  had  been  thus  for  all  of 
human  history:  discrete  goods,  called 
breakbulk,  were  loaded  by  sweating 


longshoremen  into  the  holds  of  ships 
one  keg,  carton,  and  crate  at  a time. 
The  process  could  take  weeks  for  even 
a voyage  of  a few  days. 

The  power  of  the  union  on  the 
waterfront  was  legendary,  and  any 
efforts  for  productivity  improvement 
were  modest  and  usually  failed.  Mal- 
colm McLean,  a trucker  from  North 
Carolina  was  a visionary  and  hard- 
driving  instinctive  entrepreneur.  The 
idea  of  moving  the  truck  trailer 
around,  with  or  without  its  wheels, 
was  not  really  new,  but  his  idea  of  an 
integrated  company  owning  ships  and 
trucks  and  working  with  railroads  for 
seamless  door-to-door  service  was 
indeed  revolutionary.  His  company 
eventually  became  Sea-Land,  and  his 
idea  sparked  a global  revolution  in 
business  and  trade  economics. 

In  the  process,  historic  ports  like 
New  York  and  London  were  left 
derelict,  while  new  ones  like  Oakland 
and  Felixstowe,  England,  became 
dominant.  Freed  of  the  need  to  have 
factories  near  ports  or  population  cen- 
ters, manufacturers  relocated  produc- 
tion to  where  raw  material  and  labor 
costs  were  lowest.  Transportation, 
once  representing  as  much  as  a third 
of  a product’s  final  cost,  shrank  to 
essentially  nothing. 

It  is  a fascinating  story,  and  Levin- 
son is  the  proper  fellow  to  tell  it.  He 
was  finance  and  economics  editor  of 
The  Economist , and  editorial  director 
of  The  Journal  of  Commerce.  The  nar- 
rative is  always  competent,  with 
flashes  of  insight.  Maybe  in  the  second 
printing  Levinson  can  let  the  reso- 
nance of  the  unions  chapter  spread  to 
some  of  the  drier  parts,  and  the  pub- 
lisher will  splash  out  on  some  better 
illustrations.  BD 
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The  Forgotten  Man:  A New 
History  of  the  Great  Depression 

By  Amity  Shlaes 

HarperCollins,  New  York , 2007,  S26.9 5 
464  pages,  with  photographs,  notes, 
bibliography,  and  index 
Reviewed  by  Gregory  DL  Morris 

There  is  a spectre  stalking  Amity 
Shlaes’s  book  — that  spectre  is 
Communism.  Why  an  author  who 
has  so  many  other  interesting  ideas 
and  theories  to  offer  wants  to  waste 
her  ink  and  her  readers'  time  on  one 
theory  that  has  been  consigned  to  the 
dustbin  of  history  is  a mystery. 

The  more  accurate  subtitle  for 
this  book  should  be  "the  neo-conser- 
vative history  of  the  inter-war  period.”  Shlaes’s  thesis  is  that 
business  should  be  left  to  its  own  devices.  She  asserts  that 
the  meddling  of  Congress  and  the  Hoover  administration 
turned  the  Crash  of  1 929  into  a global  depression,  and  then 
that  the  meddling  of  the  Roosevelt  administration  pro- 
longed the  depression  for  years.  Along  the  way  she  cele- 
brates the  trickle-down  successes  and  philanthropy  of  some 
of  the  period’s  most  maligned  characters,  primarily  Samuel 
Instill  and  Andrew  Mellon. 

Clearly,  Shlaes  has  set  herself  an  immense  task.  She  raises 
many  viable  issues  and  healthy  questions  about  received  wis- 
dom. This  is  good.  Unfortunately  she  provides  little  in  the 
way  of  hard  evidence  for  her  iconoclastic  theories.  She  pro- 
vides good  accounts  of  Instills  efforts  to  electrify  the  Mid- 
west, and  of  Mellon’s  seminal  work  establishing  the  National 
Gallery  of  Art.  T here  is  also  an  excellent  chapter,  the  book's 
best,  on  the  overreaching  of  the  National  Recovery  Adminis- 
tration and  how  it  was  beaten  back  by  the  Supreme  Court. 

But  most  of  the  assertions  are  of  the  make-it-so-by-say- 
ing-so  variety.  For  example,  in  criticizing  the  New  Deal  for 
its  high  taxes,  Shlaes  writes,  “The  wealthy,  after  all,  were  in 
a position  to  take  risks  with  new  ventures  precisely  because 
they  were  wealthy  — they  could  invest  in  several  projects  at 
once.”  True  enough  in  theory,  but  were  they  doing  that? 
The  year  in  question  by  that  point  in  the  book  was  1935, 
six  years  into  the  Depression.  Had  there  actually  been  any 
such  audacious  new  ventures?  The  author  does  not  say. 

Similarly,  the  Crash  itself  is  all  but  waved  away  as  “an 
accident:  the  bull  market  of  the  1920s  was  not  an  empty 

speculative  bubble.  Rather  it  was  the  market’s  best  effort  to 
quantify  the  value  to  America  of  the  potential  of  the  recent 
and  future  innovation.  Margin  buying  is  only  mentioned  in 
passing.  Again,  if  a historian  or  journalist  wants  to  challenge 

continued  on  page  39 


TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history ? 

By  Bob  Sbabazian 

1.  In  1858,  Edwin  L.  Drake  drilled  the  first  commercially  pro- 
ductive oil  well  in  the  United  Stares.  Where  did  he  drill? 

2.  What  U.S.  President  is  depicted  on  a coin  wearing  a 
bow  tie? 

3.  Among  the  24  organizers  of  the  Buttonwood  Agreement, 
there  were  10  merchants,  nine  brokers,  one  insurance 
broker,  one  auctioneer/broker  and  one  stock  broker/auc- 
tioneer.  Who  was  the  24th  person  and  what  was  his 
occupation? 

4.  In  1780,  the  Commonwealth  of  Massachusetts  issued 
inflation-indexed  bonds  for  what  purpose? 

5.  What  was  the  largest  percentage  drop  in  the  DJIA's  history? 

6.  The  U.S.  government  recently  introduced  the  new 
presidential  dollar  coins.  Name  two  recent  dollars  coins 
that  never  really  grabbed  public  acceptance. 

7.  Who  designed  the  buffalo  nickel,  which  was  introduced 
in  1913? 

8.  In  1915,  the  population  of  the  United  States  was  100 
million.  It  took  another  55  years  for  the  population  to 
reach  200  million.  How  long  did  it  take  to  reach  300 
million? 

9.  The  federal  government's  fiscal  year  originally  ended  on 
September  30,  but  in  1 842  an  act  of  congress  changed  it 
to  June  30.  Why? 

10. This  year  the  Great  Atlantic  ik  Pacific  Tea  Co.  agreed  to 
buy  out  rival  Pathmark  for  about  $679  million  in  cash 
and  stock.  What  are  the  origins  of  A&P  and  Pathmark? 
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AMERICAN  FIN  A NCTA  L HIS  TOR  Y 

STOCKS,  BONDS  AND  FINANCIAL  DOCUMENTS 
HIGHLIGHTING  THE  HISTORY 
OF  GOVERNMENT  FINANCE, 

WALL  STREET  AND  AMERICAN  ENTERPRISE. 

WE  ARE  ONE  OF  AMERICA'S  LEADING  DEALERS 
SPECIALIZING  IN  BETTER  QUALITY 
FINANCIAL  INSTRUMENTS, 

LETTERS,  DOCUMENTS  AND  AUTOGRAPHS 
RELATED  TO  AMERICA  S FINANCIAL  HISTORY. 


FOR  A COPY  OF  OUR  NEXT  CA  TALOG 
PLEASE  CALL  US  TOLL  FREE  IN  USA  (800)  225-6233 


Scott  J.  Winslow  Associates 
Post  Office  Box  10240 
Bedford,  New  Hampshire  03110 


Ken  Prag  Paper  Americana 

Stocks  & Bonds  • Post  Cards  • Passes  • Timetables  • Etc. 

Catalog  plus  3 beautiful  stocks  $8.95 

Also  buy! 

Ken  Prag,  Box  14817, 

San  Francisco,  CA  941 14 

Tel.  (415)  586-9386  • kprag@planeteria.net 


RAILS  REMEMBERED 

ANTIQUE  STOCKS  AND  BOND  CERTIFICATES 
POST  OFFICE  BOX  464 
ROSEMEAD,  CALIFORNIA  91770 
PHONE  (626)  572-0419  EVES 

SEND  TODAY  FOR  LISTING 


Robert  O.  Greenawalt 

CURATOR  AND  COLLECTOR 


4-4-0  American  Type 
steam  loco 


SERVING-  HISTORICALLY-MINDED  FANS  OF  FINANCIAL  RAILROADIANA 
- SELL-  BUY  - TRADE  (I  HAVE  HIGH  LEVEL  SWAPUM) 


i st  New  York  Continental  Chapter 
Sons  of  the  American  Revolution 
Salutes 

Alexander  McDougall 

Colleague  of  Alexander  Hamilton 
and  first  Commanding  General  of  the 
1st  New  York  Continental  Regiment  in 
General  George  Washington’s  army. 
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ROBERT  F.  KLUGE 


GRAPHIC  AND  HISTORIC 
PA  PER  AMER1  CANA : 
ANTIQUE  STOCKS 
AND  BONDS 


P.O.  BOX  155  • ROSELLE  PARK,  NJ  07204  • 908-241-4209 


Toll  Free: 

800  717-9529 
Or  Call: 

603  882-2411 
Fax: 

603  882-4797 
E-mail: 

collect@glabarre.com 

Web  Site: 

www.glabarre.com 


GEORGE  H. 


LafiAHRE 

GALLERIES 

^ EMC 

P.O.  Box  746  Hollis,  N.H.  03049 


Buying  and  Selling 
Stocks  and  Bonds,  Paper  Money 
Important  Autographs  and  Quality 
Collectibles  of  all  kinds. 


The  Largest  Collectible  Stock  and  Bond  Inventory  in  the  World 


Fantastic  New 

American  Rarities  Web  Page 

www.cigarboxlabeh.com 

Hundreds  of  the  Best  are  there -or  will  be  added  soon!! 
Railroads, Mining,  Telegraph-Telephone,  Autos,  Oils,  Letters — 
Jay  Gould, Vanderbilts,  George  Washington,  etc. 

Check  it  out  every  month  for  inexpensive 
items  as  well  as  the  very  rarest  and  best!!! 

Also  Buying  Nice  and  Unusual  Pieces!! 

David  M.  Beach 

antiquestocks@cfl.rr.com. 

P.O.  Box  471356 
Lake  Monroe,  Florida  32.747 

407-688-7403.  Visit  Us  in  ORLANDO  by  DISNEYWORLD 
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INTERNATIONAL  BOND  & SHARE  SOCIETY 


i iron  raising  -Scripophilij  since  1978 


The  Directory  Scripophily 

A Membership  A twice-yearly 

and  Dealer  magazine  with 


directory,  with 
full  listings  for 
the  U.S.A., 

U.K.,  Germany 
and  40  other 
countries. 
Published 

annually 


40+  illustrated 
pages  of  U.S., 
European  and 
world  news, 
research, 
auctions,  and 
a diary  of 
coming  events 


Meetings 

Antwerp,  Belgium,  and  Virginia,  U.S.A. 

New  Website  Under  Construction 

With  Members-only  Section 


FOR  INFORMATION 


U.S.A. 

Max  Hensley 
520  Madison  Street 
San  Antonio  TX  78204 
Tel:  ( + 1)  650  773  4125 
President@scripophily.org 

REST  OF  THE  WORLD 

Philip  Atkinson 

167  Barnett  Wood  Lane 

Ashtead 

Surrey  KT21  2LR  UK 

Tel:  ( + 44)  (0)1372  276787 

Secretary@scripophily.org 

www.scripophily.org 


The  Forgotten  Man:  A New  History  of  the  Great  Depression 

continued  from  pjge 


hoary  wisdom  or  old  myths,  that  is 
wonderful.  But  we  need  ample  credible 
evidence,  not  just  blithe  dismissals.  |See 
the  article  about  booms  and  busts  on  p. 
iz  for  an  analysis  of  the  Crash  based 
on  evidence,  not  assertion.] 

And  then  there  is  the  red  baiting  - 
page  after  page  of  it,  including  one 
whole  chapter  on  the  associations  of 
many  of  the  reformers  and  progres- 
sives who  ended  up  in  the  New  Deal 
administration.  Even  the  Republican 
Roosevelt  is  tarred  with  the  same 
brush.  Shlaes  writes  of  the  reformers 
and  idealists  who  visited  Moscow  in 
192.7  that  “their  progressivism  went 
beyond  the  progressivism  of,  say, 
Theodore  Roosevelt,  after  whom 
their  ship  was  named...”  TR,  a pinko 
by  association?  Really. 


Shlaes  is  on  more  solid  ground  when 
she  questions  massive  government  pro- 
jects like  the  Tennessee  Valley  Author- 
ity, and  shows  how  the  sprawling  TV  A 
overshadowed  private  enterprise, 
including  the  Commonwealth  <N  South- 
ern. Its  leader,  a capable  businessman 
and  lifelong  Democrat  Wendell  Willkie, 
was  so  put  out  by  the  situation  that  he 
eventually  switched  parties  and  ran 
against  Roosevelt  for  the  presidency. 
The  author  also  does  a good  job  of 
detailing  the  debacle  of  the  Smoor-Haw- 
ley  Tariff,  and  of  FDR’s  manipulation  of 
global  gold  markets. 

So  it  is  all  the  more  disappointing 
that  the  author  spends  so  much  time  in 
McCarthy-esque  insinuations.  She 
reports  some  interesting  things  that 
have  needed  reporting,  and  raises  use- 


ful questions  about  what  we  have  come 
to  believe  about  the  Depression.  Bur 
the  book  tries  to  do  too  many  different 
things  at  once.  A tight  analysis  of  inter- 
war economic  theory  and  practice, 
complete  with  factual  evidence,  would 
have  been  wonderful.  A reassessment 
of  pre-war  industrialists  would  also 
have  been  interesting. 

In  the  end  the  conclusion  that 
Shlaes  implies,  but  never  states,  is  that 
government  is  well  placed  to  set 
macroeconomic  policy,  and  should 
leave  business  and  the  consumer  to 
handle  day-to-day  business.  In  short, 
the  system  we  have  today.  How  much 
of  that  could  have  been  grasped  by  the 
government  or  business  leaders  of  the 
day  is  another  question  Shlaes  leaves 
unanswered.  (3D 
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MUSEUM 

AMERICAN 


FINANCE 


The  Museum  of  American  Finance, 
an  affiliate  of  the  Smithsonian  Institution, 
is  the  only  independent  public  museum  dedicated 
to  capitalism,  entrepreneurship,  and  free  enterprise. 
It  celebrates  and  teaches  the  power  of  a democratic 
free  market  economy  to  better  the  financial  lives  of 
individuals,  companies,  and  nations. 

The  Museum  will  move  to 
48  Wall  Street  in  Fall  2007. 

For  further  information, 

please  contact  the  Museum  at  212-908-4110 
or  visit  our  website,  financialhistory.org 


IT’S  YOUR  BUSINESS. 


Join  the  Museum’s 

Annual  Corporate  Membership  Program 

and  put  your  company’s  support  behind  the 
Museum’s  work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 


Corporate  membership 
includes  the  following  benefits: 

• Free  admission  for  employees  and  their  guests 

• Acknowledgment  in  the  gallery,  on  the  Museum’s 
website,  and  in  Financial  History  magazine 


• Invitations  to  Museum  openings  and  events 


• One  individual  Finance  Museum/Smithsonian 
Affiliate  Membership 


For  information,  please  call 

Director  of  Development  Jeanne  Driscoll  at  212-908-4694. 


o 

Become  a Smithsonian  Affiliate  Member 


The  Museum  of  American  Finance,  an  Affiliate  of  the  Smithsonian  Institution,  rewards  its  members  at  contributing  levels  with  all 
the  benefits  of  regular  Museum  membership,  plus  the  benefits  of  membership  in  the  Smithsonian. 

Smithsonian  Benefits 

• 12  issues  of  Smithsonian  magazine 

• 10%  discounts  on  shopping  and  dining  when  you  visit  the  Smithsonian 
and  on  all  purchases  from  SmithsonianStore.com 

• 20%  discount  on  publications  from  Smithsonian  Books 

• Affiliate  membership  card 

• Exclusive  international  and  domestic  travel  programs  and  study  tour 
opportunities  from  Smithsonian  Journies 

• Access  to  a special,  members-only  website  at 
http://affiliations.si.edu/members 

• Free  admission  to  the  Cooper-Flewitt  National  Design  Museum  in  New  York 

Financial  History  Benefits 

• 4 issues  of  Financial  History  magazine 

• 10%  discount  in  Museum  Shop 

• Free  admission  for  you  and  your  guests  to  the  gallery 

• Membership  card 

• Advance  notice  of  Museum  events 

• Invitations  to  exhibit  openings 

• Borrowing  privileges  from  the  Museum  Library 

To  become  a Smithsonian  Affiliate  Member , please  send  a check  for  $150  payable  to  "Museum  of  American  Finance,’ 
Membership  Department , 26  Broadway,  Room  947,  New  York,  NY  10004.  All  but  $44  of  your  contribution  is  tax-deductible. 
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BEX  1 

WE  BUY,  SELL,  & AUCTION 

Coins  - Banknotes  - Antique  Stocks  & Bonds  - Autographs  - Financial  Memorabilia 


Whether  you  wish  to  buy,  sell,  or  auction,  we  .ire  always  prepared  to  provide  you  with  the  highest  level  of  expertise  and  service.  For  more  than  a 
century,  people  needing  help  with  problems  concerning  any  aspect  of  financial  history  have  come  to  Smythe  tor  solutions.  In  1 880,  Roland  M.  Smythe 
established  a unique  company  for  the  purpose  of  providing  the  financial  community,  and  private  individuals,  with  accurate  information  concerning 
obsolete  securities  and  banknotes.  Over  the  years.  Smythe  has  developed  into  one  of  the  world’s  premier  auction  houses,  specializing  in  Antique  Stocks 
and  Bonds.  Banknotes,  Coins.  Autographs,  and  Photographs.  We  also  continue  to  research  securities.  Our  full-time  staff  of  nationally  recognized 
experts  is  a unique  resource.  For  more  information  call  800-622-1880  or  visit  us  on  the  web  at  svww.smvtheonline.com 

. 


2 Rector  St.  1 2th  FI..  New  York,  NY  10006 

Ur  buy  sett,  and  auction  the  very  best  in  Antique  Stocks  and  Bonds.  Autographs,  Banknotes,  Coins,  Historic  Americana,  and  Anything  Relating  to  Financial  History 


* -f  4*  • 


The  future  home  of  iHe 

Museum  of  American  Finance 

48  Wall  Street,  New  York  City 


Corporate  and  individual  named  gift  opportunities  are  still 
available.  To  learn  how  you  can  become  involved  in  the  48  Wall 
Street  project,  please  contact  Jeanne  Driscoll  at  212-908-4694. 


